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VOLUIv^E  46 

TES  EiiTURAL-Gi^S  UTILITIES  BOi^RD 
PROVINGS  OF  AL5SRTA 

IN  TKS  MATTER  OF  an  Inquiry  being 
oonduoted  by  The  RTatursl  Gas  Utilities 
Boerd  under  the  provisions  of  The 
Natural  Gas  Utilities  Act. 

The  Board  is  conducting  an  inquiry  under  the  provisions 

of  The  Natural  Gas  Utilities  Act  for  the  purpose  inter  alia  of 
determining  a  just  and  reasonable  price  to  be  paid  to  producers 
of  natural  gas  in  the  Turner  Valley  Field,  together  with  other 
questions  such  as  the  cost  of  transporting  natural  gas  from  the 
well  head  where  it  is  produced  to  a  scrubbing  plant.  During 
the  course  of  the  hearing,  two  incidental  applications  were  made 
to  the  Board  and  since  it  is  possible  that  some  of  the  parties 
to  the  inquiry  may  desire  to  carry  the  Board's  decisions  on  these 
applications  further,  it  is  desirable  that  a  general  preliminary 
statement  should  be  made. 

The  Turner  Valley  Field  is  divided  into  two  parts,  viz., 
a  gas  zone  (known  as  the  gas  oapi/  where  the  wells  produce  wet 
natural  gas  from  which  natural  gasoline  can  be  recovered,  end  an 
oil  zone  where  the  wells  produce  crude  oil  and  wet  natural  gas. 

The  Petroleum  and  Natural  Gas  Conservation  Board  assigns 
to  wells  in  the  field,  an  "allowable”  which  represents  the  niexinium 
amount  of  gas  which  raaybc  withdrawn  from  the  reservoir  by  the 
o\A-ncr  of  each  well  during  a  stated  period.  The  position  at  the 
moment  Is  that  if  every  well  in  the  field  produced  its  ellowabla 
the  tot^l  production  would  exceed  the  market  demand. 

For  the  purpose  of  conserving  excess  gas» 


the  Board  hes  power 
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to  make  orders,  to  compel  the  owners  of  wells  and  the  nropr.i  etors 
of  pipe  lines  and  scrubbing  plants,  to  return  this  excess  gas  to 
the  underground  formation.  During  certain  months  of  the  year,  the 
oil  zone  alone  produces  gas  in  excess  of  market  demand  and  since 
it  is  necessary  to  produce  oil,  natural  gas  -  the  lifting  power  - 
must  be  produced,  arrangements  and  installations  have  already 
been  made  where oy  that  excess  gas  is  now  being  returned  to  the 
res-,rvoir.  It  would  be  wrong  to  produce  gas  from  gas  cap  wells 
during  those  months  only  to  return  it  to  the  reservoir  again  and 
so,  except  in  peak  load  periods,  gas  cap  gas  is  conserved,  subject 
to  such  compensation  as  may  be  allowed  to  the  owners  of  the  wells 
w:ho  are  not  permittod  to  produce  their  ”  allo.A:  able”  . 

Gas  when  produced  is  transported  through  pipe  lines  to 
absorption  plants  where  the  natural  gasoline  is  recovered  -  thence 
market  gas  is  transported  to  a  scrubbing  plant  for  the  removal 
of  sulphuretted  hydrogen  while  surplus  over  market  demand  is 
returned  to  the  formation  without  having  been  scrubbed.  The 
Board  is  required  to  fix  the  price  to  bo  paid  for  gas  which  goes 
to  the  market,  another  price  for  gas  which  conserved  or  not 
produced,  and,  it  m.ay  be,  will  requir.  to  fix  another  price  for 
gas  returned  to  the  formation.  Collttcral  problems  arise,  such 
as  the  apportionment  of  the  cost  of  transporting  gas  from  the 
well-head  to  the  absorption  plant  and  many  others  which  need  not 
be  discussed  here.  The  evidence  to  date  is  incomplete  so  that 
the  Board  has  not  reached  a  conclusion  on  any  of  the  various 

t 

issues.  It  is  quite  clear  that  the  Board  must  first  determine 
the  price  to  be  paid  for  natural  gas  et  the  well-head  and  finally, 
having  had  due  regard  to  all  intermediate  relevant  factors,  must 
determine  the  price  to  be  paid  by  The  Canadian  Western  ^^atural 
Ges,  Light,  Heat  and  Power  Company  Limited  (hereinafter  called 
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”tbe  Gas  Company”)  for  tbe  purified  gas  whi  di  it  sells  to  the 
ultimate  consumer. 

At  the  hearing  a  substantial  majority  of  the  gas  producers, 
who  are  vitally/  interested  in  these  various  prices,  are  represented 
by  Mr.  D.  P.  McDonald.  Fe  has  made  an  application  to  the  Board 
(and  Mr.  F.  L.  Farvie,  K.C.,  Counsel  for  the  British  American  Gas 
Utilities  Limited  joins  with  him  in  the  application),  in  which  ha 
asks  that  the  books  of  the  Gas  Company  be  made  available  to  him 
and  to  all  other  parties  concerned  in  the  hearing,  and  in  parti¬ 
cular  he  asks  for:- 

(a)  Balance  Sheets  of  the  Gas  Company  for  the  yearn 
1939  to  1944,  inclusive; 


(b)  Profit  and  Loss  Accounts  for  the  same  period; 

(c)  Statemen's  of  gas  sales  from  1932  to  1944,  inclusive, 
by  class  if ic at ionsi  viz.,  domestic,  commercial  and 
industrial; 


(d)  A  statement  of  gas  revenues  for  the  same  period 
classified  as  above. 

(e)  Statements  of  operating  expenses  for  tbe  same  period; 


(f)  Particulars  of  the  company's  rite  base  as  deter¬ 
mined  by  The  Public  Utilities  Board  in  1932, 
brought  down  to  date  by  the  addition  of  capital 
items  and  the  deduction  of  depreciation  or  amort¬ 
ization; 


(g)  Rate  of  return  earned  by  the  company  on  its  rate 
base  in  each  of  these  years. 

Mr.  McDonald  argues  by  reference  to  various  sections  of  The 
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Natural  Gas  Utilities  ict  that  the  Gas  Company  is  subject  to  the 
jurisdiction  of  this  Board  and  that  it  is  bound  by  any  order  issued 
by  the  Board.  It  is  clear  that  this  Board  has  jurisdiction  over 
the  Gas  Company  with  respect  to  its  main  transmission  lines  from 
Turner  Valley  to  the  limits  of  the  City  of  Calgary;  it,  however, 
has  no  jurisdiction  over  the  Gas  Company’s  rights  to  issue  securities 
or  to  deal  with  its  properties;  it  has  jurisdiction  over  the  price 
which  the  Gas  Company  must  pay  for  that  gas  which  it  purchases  for 
distribution  but  has  no  jurisdiction  over  the  rat  ,s  to  be  charged 
by  the  Gas  Company  to  the  consumer.  The  whole  tenor  of  The  Natural 
Gas  Utilities  ^ct  is  directed  towards  the  conservation  of  gas  after 
it  has  been  produced  and,  since  some  gas  must  be  produced,  the 
collateral  questions  of  its  disposal  and  the  price  thereof  arise. 

If  the  Board  has  any  jurisdiction  over  the  Ge.s  Company,  that 
jurisdiction  can  only  arise  because  of  the  definition  of  ’’pipe 
line”  in  Section  2,  Subsection  (h)  of  the  ^^ct.  If  it  was 
intended  that  the  Board  should  have  general  jurisdiction  over  the 
Gas  Company  then  it  was  surely  unnecessary  for  the  Legislature  to 
have  amended  the  definition  of  ”pipe  line”  by  the  insertion  of  the 
following  words : 

'’including  any  pipe  lino  used  for  the  transporting 
of  gas  from  any  field  or  ares  whore  such  gas  is  produced 
to  or  through  any  municipality,  but  excluding  any  dis¬ 
tribution  system  used  for  the  distribution  of  any  such 
gas  to  the  consumers  in  any  such  municipality,  and  in¬ 
cludes  all  property  of  any  kind . ” 

In  the  Board’s  opinion,  these  w^ords  wore  inserted  so  as  to  make 
it  abundr7ntly  clear  that  the  Boa-rd  had  jurisdiction  over  the 
transporta  tion  lines. 

The  Public  Utilities  Act  confe?'S  exclusive  jurisdiction 
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over  a  public  utility  sucb  as  tbe  Gas  Company  on  the  Board  consti¬ 
tuted  under  that  Act  and  that  exclusive  Jurisdiction  relating  to 
a  type  of  public  utility  as  defined  therein  cannot  be  ousted  by 
the  general  provisions  of  another  Statute.  If  the  exclusive 
Jurisdiction  conferred  by  The  Public  Utilities  Act  Is  to  be  ousted 
or  modified  by  the  Natural  Gas  Utilities  Act,  there. must  be  clear 
specific  language  in  the  Statute  to  achieve  that  purpose. 

^his  Board  agrees  that  the  general  Jurisdiction  of  The 
public  Utilities  Act  over  public  utilities  such  as  the  Gas  Company 
is  modified  by  The  Natural  Gas  Utilities  Act  so  far  as  main  trans¬ 
portation  pipe  lines  are  concerned  but  in  other  instances  the 
exclusive  Jurisdiction  of  The  Public  Utilities  Board  is  specifically 
preserved.  It  seems  to  the  Board  that  the  definition  of  ”pipe 
line’’  in  The  Natural  Gas  Utilities  Act  clearly  refers  to  field 
lines,  to  field  operations  and  to  main  transportation  lines  but 
does  not  in  any  other  ■'jvey  or  any  other  degree  refer  to  the  distri¬ 
bution  lines  of  a  retail  company. 

Mr.  McDonald  argues  that  because  of  the  provisions  of 
Section  67  of  The  Natural  Gas  Utilities  Act,  this  Board  can 
review  the  terms  of  any  agreement,  e.g.,  the  agreement  under  which 
the  Madison  Natural  Gas  Company  Limited  sells  its  product  to  the 
Gas  Company,  and  deduces  in ferentially  that  this  Board  has  Juris¬ 
diction  over  the  Gas  Company.  The  Board  is  of  the  opinion  that 
its  only  function  in  this  respect  is  to  fix  the  price  which 
Madison  can  charge  the  Gas  Company  for  its  supplies  of  gas.  This 
viewpoint  is  strengthened  by  the  provisions  of  Subsection  (4)  of  the 
seme  section  wihioh  expressly  excludes  franchises  and  the  like 
contracts  which  deal  with  the  distribution  of  gas  to  the  ultimate 
oonsumer»  The  Board  must  therefore  hold  that  it  has  no  general 
Jurisdiction  over  the  Gas  Company  and  that  it  cannot  make  the 
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order  esked  on  the  grounds  of  jurisdiction. 

On  the  ot.hc-r  hrnd,  the  Grs  Conipony,  being  vitally 
interested  in  the  price  of  g^‘s,  h^  s  rppeered  rt  the  hearing,  has 
oross-exc.mined  witnesses  who  grve  evidence  for  perties  in  opposing 
and  in  common  interest,  end  has  sdduoed  evidence  on  its  own  f-ocount. 

As  siresdy  pointed  out,  one  storting  point  of  the  Board’s 
inquiry  must  of  necessity  be  the  well-h^ad  piioe.  How  is  that  price 
to  be  determined?  The  Statute  states  that  the  price  is  to  be  just 
end  reasonable.  What  yardstick  is  to  be  used  and  how  are  the  words 
’’just  and  reasonable”  to  be  construed?  Is  that  term  to  be  applied 
to  the  producers  alone  or  must  consideration  be  given  to  those 
companies  v;ho  have  expended  large  sums  of  money  on  machinery  end 
pipe  lines  -  under  the  order  of  the  Board  -  so  as  to  effectuate 
the  purposes  of  the  Act?  Is  the  Board  to  fix  a  price  which 
although  just  and  reasonable  to  the  producers  may  be  unjust  and 
unreasonable  to  the  other  public  utilities  in  the  field?  Is  the 
Board  to  fix  a  price  which  is  just  and  reasonable  to  the  producers 
and  to  the  utility  companies  operating  in  the  field  but  which  may 
prove  to  be  unjust  and  unreasonable  to  the  Gas  Company  or  to  the 
ultimate  consumer  or  to  both?  It  might  happen  that  the  price 
fixed  could  result  in  the  Gas  Company  seeking  other  sources  of  supply 
and  the  evidence  before  the  Board  indicates  that  there  are  such 
sources  available. 

Xs  a  well-head  price  to  be  fixed  for  each  individual  well 
based  upon  public  utility  principles,  namely,  the  cost  of  the  well; 
the  operating  costs  thereof,  including  either  a  depletion  allowance 
for  gas  and  oil  or  both;  the  revenue  already  obtained,  together 
with  8  consideration  of  potential  future  production?  If  not,  is 
the  price  to  be  fixed  on  a  theoretical  basis  of  unitization  of  tho 
whole  field  or  sections  of  the  field  with  the  application  thereto 
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of  the  factors  above  mentioned?  Is  the  price  to  be  fixed  on  some 
other  principle  or  on  some  arbitrary  basis?  No  matter  what  the 
basis,  the  cost  to  the  Gas  Company  Tvill  be  the  well-head  price 
plus  all  other  intermediate  costs  incurred  up  to  the  point  where 
delivery  is  made  to  the  Gas  Company. 

Is  the  price  to  be  fixed  with  relationship  to  the 
ability  of  the  Gas  Company  to  pay  as  disclosed  by  its  past  financial 
performance?  Is  the  price-  to  be  a  competitive  price  with  relation 
to  the  cost  of  alternate  fuels  in  the  domestic  market?  If  so, 
the  well-head  price  would  be  the  related  competing  alternate 
fuel  price  in  Calgary  less  the  cost  of  scrubbing  gas  and  trans¬ 
porting  it  from  the  well-head  to  Calgary.  It  may  be  that  there 
are  other  bases  and  other  factors  to  which  consideration  could 
be  given  in  arriving  at  a  just  and  reasonable  price.  In  any  case, 
the  general  direction  that  the  price  is  to  be  just  and  reasonable 
requires  the  Board  in  justice  to  all  parties  to  explore  every 
possible  source  of  information,  every  principle  upon  which  the 
well-head  price  may  be  fixed  and  even  must  consider  the  reper¬ 
cussions  which  the  fixed  price  may  have  upon  the  many  parties 
who  may  be  affected  by  thst  price.  The  Board  must  hold  that 
the  information  asked  for  is  relevant  to  the  inquiry. 

Under  section  19,  Subsection  (3),  the  Board  has 
all  such  powers,  rights  and  privileges  as  are  vested  in  the 
Supreme  Court  of  i^lberta  as  respects  the  production  and 
inspection  of  documents.  In  Subsection  (9)of  the  same  section, 
the  Board  or  any  person  authorized  by  the  Board  may: 

(a)  . 

(b)  . 

(c)  require  the  production  of  all  books,  plans, 
soeoificat Lons ,  drawings  and  documents; 
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(d)  administer  osths,  affirmations  or  declarations, 
and  shall  have  the  like  powers  as  are  vested  in 
the  Supreme  Court  to  summon  witnesses,  enforce 
their  attendance,  and  compel  them  to  give  evidence 
and  produce  tb&  books,  plans,  specif i cations ,  draw¬ 
ings  and  documents,  which  it  or  he  may  require  them 
to  produce. 

Having  dGt(3rm.inGd  that  the  information  asked  for  by 
Mr.  McDonald  is  relevant  to  issue  under  discussion,  and  since 

t>at  information  may  be  required  by  the  Board  to  enable  it  to 
reach  a  proper  conclusion,  the  Board  is  of  the  opinion  that  the 
information  asked  for  should  be  given.  It,  however,  considers 
that  care  should  be  taken  to  prevent  any  inspection  of  the  company’s 
books  being  used  for  the  purposes  of  a  general  "fishing”  expedition. 
The  Board’s  Order,  therefore,  will  be  and  IT  IS  H3KEBY  ORDERED  that 
Mr.  R.  Winslow  Hamilton,  a  member  of  the  firm  of  Winspear,  Hamilton, 
Anderson  &  Company,  Auditors  of  the  Beard,  be  and  he  is  hereby 
authorized  to  require  the  production  by  The  Canadian  Western  Natural 
Gas,  Light,  Heat  and  Rower  Company  Limited  of  ell  books  and  docu¬ 
ments  which  will  disclose  the  information  asked  for  as  set  out 
hqrein  and  that  he  have  all  the  powers  which  are  conferred  upon 
the  Board  as  defined  by  Bection  19,  Subsection  (9),  Clauses  (c) 
and  (d),  of  The  Natural  Gas  Utilities  Act. 

At  another  st£ge  of  the  hearing,  Mr.  L.  H.  Henerty, 

K*C.,  acting  for  the-  City  of  Calrav^y,  during  the  cross-examination 
of  Mr.  R.  D.  Mercer,  occrctary  of  Royalite  Oil  Company  Limited 
(hereinafter  called  '’Hoyalitc" )  ,  asked  that  the  witness  produce 
certain  financial  and  other  s tf. teirents  for  the  years  1942  and  1943. 
^hese  statements  relate  to  the  costs  and  the  results  of  Royalite’s 
operations  for  these  tvvo  years, 
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Mr.  Mercer  imes  then  giving  evidence  inter  elie  as  to 
the  proper  proporti on  whi ch  Royelite  considered  it  should  pay  for 
the  service  rendered  by  Madison  in  transporting  ges  from  the  well¬ 
head  to  the  absorption  plant. 

Madison  Natural  Gas  Company  Limited  (hereinafter  rofferred 
to  as  "Madison” )  is  a  wholly  owned  subsidiary  of  Hoyaiite  which 
operated  several  divisions,  namely,  oil  and  gas,  production  and 
sale,  natural  gasoline  extraction,  water,  power,  and  oil  transpor¬ 
tation  by  pipe  lino,  is  a  result  of  the  recommendations  made  by  • 
the  late  The  Honourable  Mr.  Justice  McGillivray,  in  1939  Royalite 
procured  the  incorporation  of  The  Valley  Pipe  Line  Company  Limited, 
a  wholly  a!l^med  subsidiary  which  took  over  all  oil  pipe  line 
transportation  operations •  Imciodiately  prior  to  and  perhaps  in 
enticipstion  of  the  enactment  of  The  Natural  Gas  Utilities  ict, 
Royalite  procured  the  incorporation  of  I'adison  which  took  over 
Hoyrlite’s  gas  gat^^ering  system,  its  scrubbing,  water  and  power 
plants.  Royrlite  continues  to  produce  oil  and  gas,  operates  an 
absorption  plant  for  the  recovery  of  natural  g-soline  and  it  proposes 
to  store  in  its  gas  cap  gas  produced  from  the  central  and  north 
portion  of  the  field  in  excess  of  market  demand.  Hoyaiite  there- 
fore  is  a  public  utility  and  subject  to  the  jurisdiction  of  this 
Board  in  that  it  owns  gas  wells  end  produces  natural  gcs.  Cn 
this  aspect  of  the  hearing,  the  Board  is  oailed  upon  to  fix  just 
end  reasonable  prices  for  the  trrnsportat ion ‘of  ges  in  the  field, 

'^or  the  scrubbing  of  gas  and  for  the  storage  of  ges. 

In  its  integrated  operations,  Royalite  kept  records 
relating  tj  eac’:'  of  its  several  divisions  but  of  necessity  there 
were  many  items  in  its  operating  costs  which  could  not  be  charged 
specifically  to  any  one  division  end  these  general  costs  were 
allocated  to  the  various  divisions,  in  such  proportion  as  the 
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mpnegement  thought  proper.  In  its  submissions  to  the  Board 
in  this  inquiry,  Madison  has  given  estimates  of  its  operating 
costs,  which  costs  will  have  a-  direct  bearing  upon  the  ^ust  and 
reasonable  prices  which  the  Board  is  called  upon  to  determine, 
including  the  Just  and  reasonable  price  for  gas  at  the  well-head, 
and  the  allocation  (if  any)  of  the  cost  of  transporting  wet  gas 
from  the  well-head  to  the  absorption  plant. 

Mr.  Fenerty  contends  that  he  is  entitled  to  have  the 

books  and  records  produced  and  that  he  is  entitled  to  cross- 

examine  the  witness  Mei cer  on  Royalite's  books,  records  and 
statements  and  thereby  test  the  accuracy  of  the  evidence  placed 
before  the  Board  upon  which  it  is  to  determine  the  Just  end  reason¬ 
able  prices  to  be  allowed  to  Madison  for  the  various  services 
w’nich  it  is  to  oorform.  The  Board  assumes  that  the  service 
formerly  given  by  the  Roy?lite  power  and  water  plants  to  its 

various  divisions  was  rllocrted  to  those  divisions  so  that  today 

a  comparison  of  the  rates  formerly  charged  to  those  divisions 
with  the  rates  which  Madison  now  proposes  to  charge  the  remaining 
divisions  seems  to  the  Board  t ^  be  relevant  to  the  inquiry.  If 
that  is  correct,  then  the  method  of  allocating  general  expenses 
by  Royalite  in  the  past  is  equally  relevant. 

Statements  were  prepared  by  Royalite  each  year  for 
internal  company  purposes*,  showing  the  final  re  'ult  of  the 
operation  of  each  division  and  the  ailocatjon  of  general  items 
of  expenses,  and  the  Board  is  asked  to  order  the  production  of 
these  statements. 

Mr.  Fenerty  puts  his  application  on  the  ground  that  he 
is  entitled  to  t.,st  the  accuracy  of  the  evidence  given  by  Madison 
and  the  evidence  given  by  Mr.  Mercer  as  to  the  charges  for  the 
service  which  Madison  will  perform  for  Royalite  in  transporting 
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gas  from  the  well-head  to  the  absorption  plant,  by  oomparing  that 
evidence  with  the  factual  evidence  which  can  be  found  in  Royalita’s 
books  and  in  the  statements  above  referred  to*  The  witness  is  the 
Secretary  of  Royalite  and  has  those  books  and  those  statements  in 
his  custody. 

Mr.  Chambers  for  Royalite  says  that  the  order  which  Mr. 
Fenerty  asks  for  would  give  him  the  information  that  he  desires 
unless  the  Board  should  order  the  production  of  all  of  Royalite’s 
books*  He  says  that  the  Board  has  no  jurisdiction  to  make  such 
an  order  since  the  books  and  records  contain  records  of  pest  years 
and  at  s  time  when  Royalite  was  not  a  oublic  utility  &q  defined  by 
The  Natural  Gas  Utilities  Act, 

He  suggests  that  the  Board’s  Auditor  can  be  appointed 
to  secure  the  information  but  he  also  suggests  that  this  having 
been  done,  the  Board  has  no  right  to  use  the  material  so  secured. 

He  contends  that  the  Board  has  only  such  powers  as  are  given 
to  it  by  the  Statute.  With  that  statement  the  Board  agrees  but 
it  has  been  said  by  high  authority  that  an  administrative  tribunal 
must  conduct  all  of  its  proceedings  according  to  the  principles 
of  natural  justice.  One  of  these  principles  is  that  all  parties 
must  be  heard  in  the  presence  of  each  other  and  that  all  parties 
must  be  permitted  the  right  of  cross-examination.  The  Act  makes 
nc  such  declaration  nor  does  it  confer  such  a  power  but,  in  the 
Board’s  opinion,  it  must,  in  carrying  out  its  functions,  do  so 
with  due  regard  to  these  principles.  The  Board  agrees  that  it  has 
no  authority  or  jurisdiction  over  Royalite ’s  past  operations  -  it 
cannot  say  for  instance  that  Royalita  made  too  rauoh  money  or  did 
not  make  enough  nor  can  it  say  that  as  a  result  of  what  happened 
before  the  enactment  of  The  Natural  Ges  Utilities  Act,  it  can 
decrease  or  increase  the  Madison  rate  base  because  of  financial 
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results*  The  Board  does  not  suggest  that  it  has  any  such  power. 
The  Board,  however,  believes  that  it  has  the  inherent  power  to 
permit  cross-examination  with  respect  to  items  which  are  relevant 
to  the  issues  being  tried.  No  authority  is  required  for  the 
statement  that  some  of  the  objects  of  cross-examination  are  to 
test  or  to  qualify  evidence  given  at  a  trial  or  at  a  hearing,  or 
that  cross-examination  is  to  be  restricted  to  matters  which  have 
been  brought  out  in  direct  examination.  Madison  and  Royalite 
have  adduced  evidence  as  to  certain  estimated  costs  and  in  order 
to  test  or  to  qualify  that  evidence,  a  witness  is  csked  to  produce 
books  and  documents  in  his  possession  which  contain  factual 
evidence  as  to  those  costs  at  a  time  when  the  operations  in  issue 
were  being  conducted  by  Royalite  alone.  In  computing  a  rate  base 
for  Madison  it  became  necessary  for  witnesses  to  secure  from 
Royalite ’s  books  information  required  to  enable  the  Board  to  give 
consideration  to  the  many  factors  which  must  go  to  the  making  of 
a  rate  base.  Why  s  different  princinle  should  apply  with  respect 
to  operating  costs  is  difficult  for  the  Board  to  understand. 

The  right  which  Mr.  Fenerty  asks  is  one  that  he  is 
entitled  to  and  the  information  which  may  be  elicited  by  his 
cross-examination  may  be  and  in  all  probability  will  be  valuable 
to  the  Board  in  its  determination  of  ”^ust  and  reasonable”  prices 
and  rates.  The  severance  of  the  Royalite  gas  division  through 
the  creation  of  Madison  does  not  confer  upon  the  parent  company 
an  immunity  which  it  would  not  otherwise  possess.  The  Board, 
therefore,  directs  that  Mr.  Mercer  submit  to  cross-examination 
with  respect  to  any  matters  which  are  relevant  to  the  subject 
of  the  present  inquiry  and  in  particular  that  he  submit  to  cross- 
examination  with  relation  to  the  operating  costs  estimated  by 
Madison  as  compared  with  the  actual  operating  costs  of  Royalite 
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relating  to  thcs'-e  operations  which  are  now  carried  on  by  Madison, 
and  with  respect  to-  the  allocation  by  Royalitc  of  costs  common 
to  all  its  operations  before  the  sevorance-  of  the  gas  division. 

Mr.  Mercer  will  also  be  required  to  produce  all  of  Royalite’s 
books,  financial  st^^tements  and  internal  statements  from  which 
factual  evidence  may  be  secured  for  the  purposes  already  mentionad. 
Agcin  the  Board  wishes  to  point  out  that  the  production  of  these 
books  and  other  documents  is  not  to  be  used  by  any  party  as  a 
general  "fishing”  expedition  and  that  cross-examination  thereon 
must  be  limited  to  matters  which  are  relevant  to  the  issues  under 
discussion. 

DATED  at  Sdmonton,  in  the  Province  of  Alberta,  this 
27th  day  of  September,  A.i^.  1945, 

THE  NATURAL  GAS  UTILITIES  BOARD, 

(SGD.)  G.  M.  BLACKS  TOOK, 
CHAIRl^yAN. 

Certified  a  true  copy, 

”G.  A.  Thibault" 

Secretary. 
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VOLT^lIE'  46 

9*30  jA  .M. Sees  ion , 

October  9tv-,  1945. 

I 

TFE  OF/ rRM/N;  Mr.  McDonald,  I  understand  you  want 

to  cross-examine  Mr.  Smith  on  his  affidavit  this  morning? 

MM.  MicDON/^LD:  Yes,  Mr.  Chairman. 


FREDERICK  .ASHBEY  SMITH,  having  been 
first  duly  sworn,  cross-examined  by  Mr.  McDonald,  testified 
as  follows 

0,  Ivlr.  Smith,  you  are  controller  of  the  Canadian  •v^estern  Natural 
Ges ,  Light,  Feat  d  Power  Company? 

A  I  am. 

Q  ^nd  Chief  iiccounting  officer  of  the  Company? 

A  . 

0,  You  executed  an  affidavit  dated  the  1st  day  of  October,  1945, 
filed  by  Counsel  for  the  Gas  Company? 

A  I  did. 

Q  Now  I  note  in  your  affidavit,  Mr.  Smith,  you  say: 

’’the  books  of  account  of  the  said  Company  are  kept  in 
accordance  with  the  plan-  laid  down  by  The  National  i^ssoo- 
.iation  of  Railroad  and  Utilities  Commissions,  and  have 
been  kept  during  all  the  period  during  which  the  Board 
of  Public  Utility  Commissioners  has  had  jurisdiction  over 
the  operations  of  the  Company,  either  under  that  system  ov 
under  the  plan  laid  down  by  the  Pennsylvania  public  Service 
Commission.'’’ 

Now  at  what  date  were  the  books  of  the  Company  first  set  up  under 

the  National  Association  of  Railroad  and  Utilities  Commission*^ 
ers? 

A  I  think  that  would  be  1926,  Mr.  McDonald. 

Q,  And  on  w'hat  date  was  the  change  over  to  the  Pennsylvania 
Public  Service  GomriMssion? 

A  1932.  I  might  just  add  there,  the  only  difference  is  that 

the  N.A.R.U.C.  gives  us  a  few  more  accounts,  the  same  number 


iJ 


r  •  t 


.X 


X. 


.  •  1 


<.  ;]  '  r 


r 


*  >  ^ 


I 


■;0 


.  ( 


);•-  • 


*  K,  • 


C-1--2 


^x-Gdcrick  A.  Smith, 

Cross -hxemined  on  iffidevit 
by  hr.  McDonald. 

-  3552  - 


but  they  are  extended  out  just  a  little  more. 

t 

Q  j^nd  that  was  commencing  December  21st,  1932? 

A  January  1st,  1932. 

Q,  Now  on  that  date  also  theie  became  effective  a  new  rate  base 
for  the  Gas  Company? 

MR.  STEER:  Beg  pardon? 

Q.  I'TR,  I'.:cD0Nj\LD :  There  became  effective  a  new  rate 

base  for  the  Gas  Company? 

.A  I  cannot  answer  that. 

Q.  Or  an  adjusted  rate  base? 

A  That  I  cannot  even  sa3^,  I  cannot  say  that,  I  do  not  remember 

offhand . 

0,  V/e- 11  what  I  had  in  mind  was  this,  that  in  1931  there  was  s 
hearing? 

A  "^cs . 

0,  j^t  the  City  of  Calgary  by  the  Public  Utilities  Commission  for 

the  purpose  of  considering  the  matter  of  rates  in  the  City 
of  Calgary  for  gas  sold  to  the  consumers. 

MR.  STEER:  Now,  Mr.  Chairman,  I  submit  that 

question  has  no  bearing  on  what  is  in  this  affidjavit. 

T^  CRAiRMAn:  Quite. 

MR.  STEER;  Then  I  submit  my  friend  is  not 

cross-examining  on  the  affidavit. 

TiTl'  CFiilRMi^N:  ^e  is  limited  to  the  affidavit. 

liP.  McD0Ni\LD;  Well,  Mr*  Chairman,  we  have-  a.  man 

wi-o  comes  in  and  srys  that  he  has  c  particular  system  of 
^^ccounting.  Now  T  went  to  know;  bow  he  sets  up  those  accounts 
and  what  they  ^re. 

TIE  CFEIRiEN:  You  h''d  better  ask  him  if  he  set  them. 

up  first. 
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MR.  McDONi\LD:  Yes,  I  will  do  that. 

Q  MR.  McDON^ld;  Did  you  set  up  these  accounts,  Mr. 

Smith? 

A  Mr.  McDonald,  I  might  make  it  quite  clear  to  you,  the  Pennsyl¬ 
vania  system  uses  exactly  the  same  numbers  as,  -  there  are 
the  same  account  numbers  exactly  in  the  N¥i\*R.U.C.  system 
as  in  the  Pennsylvania  system.  The  only  thing  the  N.i.R.F-C* 
classification  gave  us  more  accounts  and  that  is  the  only 
difference.  There-  was  no  change  in  the  extended  accounts. 

0,  Well  now  then  since  I  am  not  an  accountant,  I  do  not  know  what 
the  N.i^.R.D.C.  accounts  are? 

THE  CYAIW'M:  .it  scorns  to  me,  Mr.  McDonald,  there 

is  a  very  simple  question  you  can  ask  him  arising  out  of  the 
affidavit  and  that  may  open  the  door  that  you  wish  opened. 

From  the-  books  of  the  Company  so  kept  is  it  possible  to 
ascertain  the  costs  of  the  operation  of  any  particular  portion 
of  the  Company  s  system,  and  if  he  says  it  is  not,  then  you 
ask  him  why  not . 

MR.  McDONi^LD:  I  am  coming  to  that. 

Q  MR.  McD0Ni\LD:  Vi/eli  now,  this  system, . 

THE  CHAIRIwAN:  Mr.  McDonald,  I  do  not  want  to 

interrupt  you,  but  I  do  not  want  to  start  another  hearing  in 
the  midst  of  this  present ' hear ing. 

MiR.  MCDONALD:  I  was  not  making  myself  clear,  Mr. 

Chairman.  I  have  given  this  matter  serious  consideration 
and  I  intend  to  conduct  my  cross-examination  within  bounds, 
but  I  do  want  to  have  the  privilege  of  being  reasonably  free 
in  my  examination.  Now  I  will  do  my  best  to  stay  within 
the  terms  of  the  affidavit. 

Q  MR.  MCDONALD:  Mr.  Smith,  in  this  system  of 


f 


J 


i 


^'red  erick  A. Smith, 

Cross-Exam,  on  Affidavit 

by  Mr.  McDonald. 

-  3556  - 

accounting  you  make  an  annual  statement  up,  you  take  off  an 
annual  statement? 

A  Yes . 

Q.  At  December  3ist  of  any  year? 

A  ^es . 

Q  And  at  the  end  of  the  year  I  take  it  you  apportion  amorti¬ 
zation,  end  other  expenses? 

A  No  sir. 

0,  Weil  now  then . 

A  V/e  do  not  apportion  them. 

Q,  You  do  not  apportion  them? 

A  No  sir. 

Q,  Well  now  will  you  describe  to  me  briefly  Just  how  you  set  up 

the  investment  in  the  Company,  how  is  it  set  up? 

A  As  the  capital  charges  are  made,  Mr.  McDonald,  during  each 
year  they  are  sharged  to  the  appropriate  capital  account. 

0,  Now  when  the  accounts  were  set  up  were  there  any  items  set 

up  to  show  the  differentiation  betw;een  investment  in  trans¬ 
mission  lines  and  distribution  lines,  between  transmission 
lines  and  the  distribution  system? 

A  In  the  Account,  yes. 

Q,  Yes . 

A  Yes . 

Q,  And  the  transmission  lines  are  segregated  in  the  different 
items? 

A  The  transmission  lines  : 

C  The  transmission  lines? 

A  Yes,  in  the  Capital  Account,  yes. 

Q,  Now  is  there  any  segregating  of  operating  costs  between 

distribution  and  transmission? 
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A  Between  distribution  end  ^rersmission ,  yes. 

Q,  Now  in  your  cepitrl  recount,  M>.  Smith,  you  started  at  some 

date  in  1926  for  capital  investment,  being  the  original  invest 
ment  in  say  the  transmission  lines,  is  that  so? 

A  Yes . 

Q,  And  then  there  has  been  an  amortization  charge  against  that, 
booked  against  that  investment  In  each  year. 

Iv.R .  STD3R:  Mr.  Chairman,  is  this  relevant,  I 

submit  not. 

CHAIRMAN:  I  will  be  very  frank  in  saying,  Mr. 

Steer,  that  I  have  not  heard  the  question.  I  was  thinking  of 
something  else. 

MR.  STEER:  Mr.  McDonald  is  cross-examining  the 

wiitness  on  the  amortization  fund  of  this  Company  and  I  submit 
ho  has  no  right  to  do  so. 

MR.  MCDONALD:  Would  vol'  road  the  question? 

REPORTER  READING-:  And  then  there  h"S  been  rn  amort i 

zation  charge  against  that,  booked  against  that  investment  in 
each  year?" 

THE  CEAIRIvAN:  .Well  that  will  depend  now  on  whether 

the  amortization  is  charged  against  the  system  as  a  whole  or 
whether  each  year  against  the  separate  capital  accounts.  Now 
you  are  dealing  vjith  the  transmission  lines,  that  is  what  you 
are  at  now? 

MR.  MCDONALD:  '^es. 

THE  CHAIRMiAN:  Now,  Mr.  Smith  says  there  are  separate 

capital  accounts  for  the  transmission  lines;  another  question 

you  might  ask,  is  there  a  separate  transmission  account  for  the 

transmission  line  between  Turner  Valley  and  Calgary,  and 

another  for  the  line  between  Calgary  and  the  next  point,  High 

« 


I 


•  1 


:  -j. 


t 


/ 


:?  •  ■■.;•  t  , 


•-- 


) 


r 


.  ?  ‘) 


C~l“6 


^'rcdcrick  A.  Smith, 

Gross-Sxr.m.  on  jiffidavit 
by  Lt .  McDonald. 

-  3557  - 


River,  I  imagine  it  is,  is  t'-ere  a  separate  capital  account 
between  all  the  different  parts  of  the  system,  and  then, 
what  I  mean  is  if  there  is  a  separate  capital  account  for  the 
line  from  Calgary  to  Turner  Valley,  then  proceed  with  that, 

Mr.  McDonald. 

MR.  McDONi^LD:  ^es  ,  except  I  would  like  an  answer 

to  my  last  question,  that  is,  amortization  is  booked,  recorded, 
against  this  capital  investment  in  each  year? 

A  ^es . 

Q  Now:  there  is  a  transmission  line . 

0,  THE  CHAIRlvji\N:  In  a  lump  sum? 

A  It  is  charged  in  the  profit  and  Loss  i^ccount  in  one  lump 

sum. 

Q,  MR.  McDON/iLD:  It  is  segregated? 

A  Yes . 

Q,  Vgeinst  each  individual  line  ? 

A  ^\s. 

Q,  Now  we  will  get  down  to  cases  then,  the  Turner  Valley  is  a 
six  and  eight  inch  line? 

A  Yes . 

Q,  Now  in  your  accounts  that  is  a  segregated  item? 

A  Yes,  in  the  capital  account. 

0.  I  am  speaking  of  the  capital  account? 

A  Yes. 

Ci  /nd  I  suggewit  to  you  that  there  is  an  allowance,  that  line 
is  added  at  the  investment  cost  on  whatever  valuation  was 
established  in  1926,  or  whenever  it  was  built,  and  there  is 
an  allowance  for  salvage? 

A  Yes . 
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Q,  Ind.  the  line  to  be  ^"mortized  on  p  brsis  of  r  certain  number 
of  yerrs? 

Thpt  is  right,  but  you  understrnd  during  thpt  time  there  h  eve 
been  ch&nges. 

Q  There  have  been  ohenges  • 

ii  Yes . 

Q,  Gen  you  tell  ms  those,  has  that  been  completely  amortized? 

MR.  STEER;  I  object  to  that,  Mr.  Chsirm&n.  On 

this  motion  this  rffidevit  wes  sworn  end  it  sets  out  two  or 
three  specific  things,  it  seys  that  the  books  of  ecoount  ere 
kep  in  e  certsin  way,  it  seys  thet  from  the  books  of  the 
Compeny  cs  so  kept  it  is  not  possible  to  escertein  costs  of 
operr-tionof  any  portion  of  the  Compeny ’s  system  end  it  seys 
further  that  if  that  is  required  the-  Bo  end  if  Public  Utility 
Commissi  one  :^s  or  the  Board  having  jurisdiction,  would  then 
h^ve  to  give  directions*  Now  those  are  the  things,  in  my 
submission,  on  which  my  lesrnecl  friend  has  &  right  to  cross- 
examine  end  no  more,  end  whether  or  not  eny  particular  piece 
of  line  or  whether  or  not  the  whole  system  has  ceen  completely 
amortized  has  no  relevancy  in  my  submission  to  any  matter 
contained  in  that  affidavit. 

TPE  CFiilRIvYUI:  Oh,  I  imagine  the  answer  to  the  question 

is  ”No” ,  because  wmth  additions  each  year  the  depreciation,  - 
no  system  ever  becomes  completely  amortized  unless  the  system 
is  dead. 

Q,  MR.  McDOMT/XD;  Now  let  us  deal  with  the  additions, 

have  you  added  capital  additions  to  that  line  each  year? 

L  Pardon? 

Q.  Do  you  add  capital  additions  to  your  six  and  eight  inch  lines  ? 
li  If  any  were  made? 
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q  Yes? 

Y  If  any  ware  made  end  I  presume  they  were. 

Q  Well  now,  we  will  ,1ust  go  on,  there  is  the  Turner  Valley 

ten  inch  line  in  your  accounting? 

I  Yes. 

q  Lnd  similarly  you  base  it  booked  in  the  same  way  as  the  six 
and  eight  inch  lines? 

Ji  Yes . 

q  The  item  of  inwastment  in  that  particular  line  is  a  separate 
item? 

I  Yes. 

q  With  allowance  for  salvage  and  amortization? 

Yes . 

Q,  Ynd  that  has  been  carried  out? 

Ye  s . 

Q,  /.nd  I  presume  that  varies  too  with  the  question  of  the  length 
of  life  of  the  line? 

It  Yes . 

Q  Fow  the-'e  is  a  Turner  Yelley  twelve  inch  line? 

L  Ye  s . 

Q,  Ind  the  same  remarks  apply  to  it? 

^  It  is  six,  eight  and  ten  inch. 

MR.HIHVIE:  little  louder  please,  we  cannot 

hear  you. 

WITNESS:  You  are  dealing  with  how  many  lines 

in  Turner  Valley? 

Q  The  six  and  eight  and  ten  inch? 

It  Yes. 

0^  Ten  inch  and  fourteen  inch  lines,  is  it? 

A  There  ?re  three  lines,  yes. 
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Q,  /.nd  then  the  other  lines  in  the  ssytem,  the  capital  investment 
will  be  recorded  in  the  same  way? 

Correct. 

Q.  The^  is  the  main  line  which  is  divided,  I  believe,  on  your 

records,  between  Lethbridge  and  Calgary,  or  Lethbridge  and,  - 
or  Bow  Island  and  Calgary? 

/i  That  is  right. 

Q,  Lnd  the  Foremost  line  separate? 

/i  Right. 

0,  Now  then  you  mentioned,  Mr  .Smith,  that  operating  expenses  of 
the  transmission  line  were  carried  as  one  item? 

I.  Right. 

0,  Now  does  that  apply  to  all  lines  in  the  system? 

/»  Correct. 

Q,  Have  you  segregated  it  down  to  the  individual  lines  that  I 

have  mentioned? 

I  No  sir. 

Q,  Now  have  you  an  item  in  your  accounts  of  what  might  be  called 
’’Maintenance  Expense”,  or  ’’Line  Maintenance  Reserve”? 

I  transmission  line  maintenance? 

Q  Yc-s? 

L  I.ll  carried  in  one  account,  the  transmission  lines. 

Q,  Now  my  understanding  is  that  that  account  includes  both  ordinary 
repairs  end  rcpie cements ,  and  the  capital  maintenance  charge, 

to  operating  expenses  each  year,  am  I  correct  in  that? 

« 

A  There  might  be  some  replacements,  yes,  Mr.  McDonald. 

Q,  imd  under  the  system  of  accounts  you  mention  here,  which  you 

mention  in  your  affidavit,  there  has  been  set  up  a  M-ei^i'tenanoe 
Reserve  iiccount  in  each  year  for  the  purpose  of  taking  care 
of  additions  and  replacements  in  the  transmission  lines? 


J 


,  '.1 . 


iJ  ni 


/ 


0  e 


t  • 


t  i 


i 


1 


f- 


i  I 


C-1-10 


Frcderiok:  /  ,  Smith, 

Cross-Exsm.  on  /.ffidavit 
by  Mr.  MoDoneid. 

-  S561  - 

i*  I  do  not  knov;  that,  McDonald* 

0,  What  have  you  to  say  in  regard  to  general  costs  and  distri¬ 

bution?  /.re  the  items  segregated  between  distribution  and 
transmission? 

/i  No . 

Q,  Now,  Mr. Smith,  can  you  tell  me  what  is  the  real  difference 

which  you  refer  to  in  your  statement  or  in  your  affidavit 

that  it  is  ’’not  possible  to  ascertain  the  costs  of  the  operation 
of  any  particular  portion  of  the  Company's  system." 

/i  That  all  the  work,  all  work  on  all  transmission  lines  is 

charged  to  the  transmission  lines  expense  or  operating  expense. 
There  is  no  segregation  of  the  work  on  each  individual  line 
kept  at  all. 

Q,  Now  you  were  speaking  of  operating  expense? 

L  I  am  speaking  of  operating  expense;  some  of  them,  there  is 

the  odd  piece  of  work  that  you  might  be  able  to  find  that 

\ 

because  the  engineering  department  has  kept  the  costs  of  that 

and 

particular  work, /you  might  say  "Well  that  belongs  to  the 
'burner  Valley  fourteen  inch  line",  but  generally  speaking 
there  is  no  record  in  the  accounting  kept  of  any  work  done, 

•  it  is  Just  c’^arged  by  the  engineers  to  the  tramsission  lines, 
either  operating  or  maintenance. 

Q.  Gan  you  give  me  an  idea  of  how  mucy  money  is  involved  in  the 
transmission  expenses? 

L  I  am  sorry,  I  cannot  toll  you,  I  cannot  tell  you  offhand. 

I  have  so  many  figures  to  carry  in  my  mind.  It  might  be 
fifty  thousand  dollars  or  sixty  thousand  dollars,  I  do  not 
know  offhand. 

Q,  /.nd  it  might  be  close  to  thirty  thousand? 

L  Well  that  I  cannot  say  but  I  would  not  think  so. 

0,  Well  to  take  one  rear,  sav  1944,  is  it  much  of  a  Job  to  go 


*  /  i  1 


i:  ^  -f 


<  •  f 


;7 


y 


-  j*<*  .-j 


I  :‘- 


'  C 


i  • :  j .. ) 


t: 


..’4  » .  . 

• w  c.  t  .* !. 


f 


1  r 


# 


J.  - 


M.'. 


] 


it 


;• . 


r 


G-1-11 


Frederick  P,  Smith, 

Cross-Exsm.  on  -Afficjavit 
by  Mr.  MoDoneld. 

-  3562  - 

into  that  expense  item  and  segregct.-  these  items? 

A  Yes,  Mr.  McDonald,  because  we  have  not  the  information. 

0,  You  have  not  the  information? 

i 

A  No. 

Q,  You  mean  the  original  entries? 

A  The  original  entries  to  us  from  the  Engineering  Department 
do  not  contain  the  information  as  to  where  the  work  was  per 
formed . 


(■page  3563  omitted,  ^o  to  Page  3564). 
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0,  Now  all  of  the  gas  supplied  your  system  comes  from  Turner 
Valley  except  that  there  may  be  two  or  three  days  in  the 
year  ? 

A  Yes,  that  is  right. 

MR.  STEER:  This  question  is  not  raised,  Mr.  Chairman, 

in  Mr.  Smith’s  Affidavit. 

MR.  MCDONALD:  I  agree  with  you  Mr.  Steer,  that  is  right. 

THE  CHAIRMAN;  The  application  before  the  Board  is  that 

an  item  be  added  to  the  Agenda  and  that  item  is  related  to 
the  transmission  lines  between  Calgary  and  Turner  Valley  and 
to  the  extent  that  the  Affidavit  touches  upon  those  questions, 
that  is  all  you  are  entitled  to  cross-examine  on. 

MR.  HARVIE;  I  do  not  know  that  there  is  anything  in 

the  application,  Mr.  Chairman,  that  limits  this  to  the  lines 
between  Turner  Valley  and  Calgary.  They  might  affect  the 
rates . 

THE  CHAIRIv'IAI^M  The  Affidavit  would  apply  to  Mr. 

McDonald’s  application  and  I  am  not  going  to  open  the  door 
wide  open  beyond  the  application  made. 

BIR.  HARVIE:  I  am  not  suggesting  that  be  done.  All 

I  am  suggesting  is  that  I  understood  you  to  say  that  the  lines 
between  Turner  Valley  and  Calgary  were  the  only  ones  pertinent 
to  this  application.  My  suggestion  is  that  maybe  is  the  case 
but  what  the  application  is  f»r  that  all  lines  either  those 
or  others  be  made  available,  that  is  information  with  respect 
to  - 

MR.  CHAidBERS:  That  was  my  understanding.  I  have  not 


the  notice  of  motion  of  Mr.  McDonald  before  me,  but  my 
recollection  or  understanding  was  that  3ub,)ect  to  Mr. 
McDonald’s  motion  was  that  in  the  matter  of  the  Gas  Company’s 
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transmission  all  of  them  were  matters  relevant  for  consideration 
by  this  Board  in  view  of  the  definitions  of  what  is  a  public 
utility  in  Section  2  of  this  Act  as  amended  in  1945,  Now 
I  took  it  for  granted  that  his  application  to  add  to  the  Agenda 
would  cover  all  transmission  lines  of  this  Company. 

THE  CHAIRiv’iAl'^' :  We  have  two  items  and  then  an  alternative 

one.  Which  do  you  want,  Mr.  McDonald.  Let  us  know  what  we  are 
dealing  with.  Is  it  Just  a  roving  expedition  to  see  what  you 
can  find  out  because  that  is  what  it  sounds  like  to  me. 

Iffi.  MCDONALD:  No,  Mr.  Chairman,  No.  1  item  is  price  to 

< 

bo  paid  at  such  points  as  gas  enters  the  system  of  any  Munici¬ 
pality,  which  of  course  means  the  price  at  the  end  of  the 
transmission  lines  v/herever  the  transmission  line  may  go  and 
includes  every  point  where  the  Gas  Company  sells  gas  to  a 

Municipality  and  the  price  paid  for  the  gas  by  the  ultimate 

the  Board 

consumer  and  instead  /  if  it  sees  fit,  to  fix  the  rate  for 
transmitting  that  gas.  Then  I  think  the  alternative  rates  that 
would  be  considered  by  the  Board,  that  is  to  the  different 
points  to  which  sales  are  made  and  including  in  (d)  the  rate 
the  point  at  which  gas  is  delivered  by  the  compressor  station 
at  Bow  Island.  I  think  the  more  practical  approach  to  the 
matter  is  the  one  I  have  adopted.  As  I  understand  it  when 
the  interruption  was  made  I  had  asked  the  witness  in  regard 
to  the  source  of  the  supply  of  gas  and  he  has  said  that  the 
gas  is  supplied  from  Turner  Valley  except  for  one  or  two  days 
in  the  year  whan  emergencies  arise  when  gas  is  supplied  from 
some  other  field. 

MR.  MCDONALD:  Now  Mr.  Smith  you  told  me  that  the  general 

administrative  charges  were  not  segregated  ? 
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No  sir 
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As  betv/GQn  transmission  and  distribution  ? 

No  sir. 

Nor  for  gonoral  expanses  ? 

Nor  for  general  expenses,  such  as  nuest  end  shop,  store  expense 
and  nothing  like  that  at  all.  . 

That  is  units  in  the  gas  plant  which  are  used  both  for  dis¬ 
tribution  and  transmission  ? 

True . 

I  take  it  from  your  Affidavit  that  you  would  require  some 
direction  os  to  the  principles  you  would  follow  in  making  that 
allocatlcn  if  you  were  to  make  it  ? 

I  should  think  it  would  bo  proper. 

Now  Mr.  Smith  lot  us  deal  with  the  other  side  of  those  accounts 
and  beginning  with  cost.  Now  under  the  system  of  accounting 
you  maintain,  do  you  allocate  or  do  they  contain  an  allocation 
of  sales  of  gas  as  between  types  or  classifications  of'  consum¬ 
ers  ? 

They  do. 

THE  CHAIRMN:  What  has  that  got  to  do  with  transmission 

linos  ? 

MR.  MCDONALD:  It  has  simply  to  do,  Mr.  Chairman,  with 

this,  it  might  be  quite  possible  that  gas  should  be  transported 

4 

in  the  transmission  lines  and  a  proportion  goes  to  one  pur- 

4 

chaser  at  one  price  and  then  a  proportion  goes  to  another  pur¬ 
chaser  at  another  price. 

THE  CHAIRILiN;  Then  Mr.  McDonald,  the  question  you  are 

now  asking  goes  to  the  other  application.  The  Board  made  an 
order  that  the  books  were  to  be  produced.  That  order  is  being 
appealed  and  I  am  not  going  to  allow  any  questions  at  all  that 
are  going  to  interfere  with  that  application  or  allow  you  to 
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build  up  on  this  application  tho  case  on  the  appeal  concerning 
the  other  application. 

iffl.  HARVIE:  Has  the  Board  received  notice  of  appeal  of 

that  Order.  We  have  not. 

I'lR.  STEER:  You  will  in  due  course. 

l\iR.  MCDONALD:  Now  Mr.  Chairman  I  appreciate  your  attitude 

t 

in  this  regard,  that  this  man  has  sworn  he  has  certain  state¬ 
ments,  that  he  has  a  certain  system  of  accounting.  Now  I  have 
made  an  application  for  the  rate  which  this  Board  is  going  to 
fix,  or  this  question  of  fixing  a  rate  should  be  set  down  for 

hearing,  and  he  comes  in  and  says  I  cannot  make  .that  out  be¬ 

cause  I  cannot  make  the  statement,  I  think  it  is  pertinent  to 
my  allegation  to  have  an  answer  to  that  question. 

THE  CHAIHvIAN:  He  can  answer  it  if  he  likes.  If  he  does 

not  want  to  I  am  not  going  to  tell  him  he  must. 

MR.  STEER:  I  advise  him  not  to  answer. 

MR.  MCDONALD:  I  see.  Mr.  Chairman  I  find  in  paragraph  3 

of  this  Affidavit  this  statement , 'Hhe  operations  of  the  Company 

natural 

are  carried  on  as  a  unit.  The  prices  charged  for/gas  sole  are  the 

same  at  all  points  on  the  Company's  system  which  are  connected 
with  its  mi. in  transmission  lines”. 

In  view  of  that  statement  I  think  that  question  is  relevant  to 
the  purposes  of  this  examination. 

THE  CHAIRi'-IAiv :  You  can  ask  him  if  there  is  a  different 

price  charged  in  one  place  to  that  charged  in  another  place 
and  a  simple  answer  to  that  is  you  have  filed  with  you  and  you 
can  get  it  any  time  the  copy  of  the  lost  Order  made  by  the 
Board  in  1939  which  will  give  you  what  the  rates  are  for  all 
communities,  And  all  the  classes  of  customers  and  the  only 
question  left  is,  is  there  any  variation  and  Mr.  Smith  will 
toll  you  yes  there  is  one  in  favour  of  the  Canning  Company  in 
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Lothbridge. 

l''iR.  MCDONALD:  That  might  answer  my  question,  Mr.  Chairman 

THE  CHAIR]\LiN:  There  is  another  variation  that  I  hope  you 

are  thinking  cf  Mr.  McDonald,  and  I  mentioned  one.  There  is 
another  one. 

IVIR.  MCDONALD:  That  is  all  the  questions  I  have  Mr. 

Chairman. 

KARVIE:  Ivir.  Chairman,  as  you  will  no  doubt  remember 

at  the  beginning  of  the  hearing  I  went  on  record  as  representing 
the  British  American  Utilities  Company  and  watching  for  the 
British  American  Oil  Company,  and  my  partner  wont  on  record  as 
representing  the  British  American  Oil  Company  in  connection  with 
this,  iis  I  think  this  is  an  application  chiefly  pertinent  to 
the  British  American  Oil  Company  Limited  as  a  producer,  I  have 
asked  him  to  appear  on  this  phase  of  it. 

CROSS-EXAMINED  BY  MR.  ARNOLD: 

Q  Mr.  Smith  as  I  understand  it  - 

MR.  STEER:  Mr.  Chairman,  my  lc;.;rrmd  friend  will  pardon 

me.  This  application  as  I  understand  it  was  an  application 
made  by  Messrs  Fisher  &  McDonald  on  behalf  of  the  Producers’ 
Committee  of  the  Alberta  Petroleum  Association.  That  is  the 
application  which  we  are  answering,  ¥e  filed  Affidavits  in 
answer  to  that  application  and  in  the  normal  course  Mr.  Smith 
and  Mr.  Brownie  would  appear  before  the  Bar  of  the  Court  to 
be  cross-examined  on  that  Affidavit  by  Counsel  for  the  Applicant 
I  submit  no  one  else  has  any  right. 

THE  CHAIRLIAN:  You  may  be  right  Mr.  Steer,  but  as  Chairman 

of  on  Administrative  Tribunal  I  am  not  going  to  take  the 
responsibility  of  denying  any  party  to  the  Hearing  the  right 
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of  cross-examination. 

MR.  STEER;  Mr.  Chairman,  it  did  enter  my  mind  that  I 

should  point  out  at  the  opening  of  this  morning’s  session  Just 
what  we  were  doing.  Counsel  for  this  Producers’  Coramittee  is 
certainly  entitled  to  cross-examine  on  these  Affidavits,  but  as 
I  point  out  again  normally  that  would  not  taka  place  here  but 
for,  convenience  I  said  nothing  about  it  but  I  must  now  register 
a  most  strenuous  objection  to  that  procedure  on  my  part,  open¬ 
ing  the  door  to  cross-examination  to  anybody  other  than  those 
I'egally  entitled  to  cross-examine  and  I  submit  nobody  is  en¬ 
titled  to  cross-examine  these  witnesses  except  my  learned  friend 
Mr.  McDonald. 

THE  CHAIR]\/IAN;  Nevertheless  I  am  going  to  permit  it,  but 

again  I  want  it  kept  within  the  boundaries  of  the  Affidavits 
and  that  is  to  find  out  why  the  Gas  Company  cannot  ascertain 
the  cost  of  the  operation  of  any  particular  portion  of  its 
system. 

MR.  ARNOLD:  I  shall  try  to  confine  myself  to  the 

Affidavit,  sir. 

0,  Mr.  Smith,  as  I  understand  it  these  Affidavits  of  yours  are 

filed  on  a  notice  of  motion  which  Mr.  McDonald  has  filed  with 

this  Board  in  which  he  asks  first  two  things,  and  I  Just  want 

to  relate  them  to  you  and  your  reply  in  the  Affidavit.  The 

first  one  is  the  price  to  be  paid  for  gas  at  the  point  at  which 

1 

gas  enters  the  distribution  system  of  any  Municipality  and  as 
I  understand  your  Affidavit  your  reason  for  saying  it  is  im¬ 
possible  for  the  Gas  Company  to  do  that  and  the  order  should 
not  be  m«de  is  that  from  the  books  of  the  Company  as  kept  it 
is  not  possible  to  ascertain  the  cost  of  operation  of  any 
particular  portion  of  the  gas  system.  Is  that  correct  ? 
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That  is  correct. 

And  I  think  you  already  told  Mr.  McDonald  that  insofar  as  your 
transmission  lines  are  concerned  that  it  is  possible  to  make  a 
breakdown  of  your  capital  expenditures  in  transmission  linos 
as  against  your  distribution  system  within  any  Municipality  ? 
Quito  correct. 

And  insofar  as  that  phase  of  it  is  concornod  there  is  no 
difficulty  ? 

No  difficulty  at  ell. 

And  in  reply  to  your  operating  costs  as  I  understood  you  told 
Mr.  McDonald  the  same  thing,  you  could  not  break  down  your 
operating  costs  as  against  transmission  lines  as  against  the 
distribution  system  ? 

Transmission  and  distribution,  yes. 

xind  insofar  as  this  first  item  is  concerned  there  is  no  diff¬ 
iculty  whatever  insofar  os  the  G-as  Company  is  concerned  in 
having  an  order  go  insofar  as  the  costs,  the  capital  costs 
of  the  operating  costs  of  the  transmission  linos  are  concerned. 
You  can  give  those  ? 

Of  the  whole. 

And  insofar  as  the  price  you  paid  for  gas  at  the  point  whore  it 
enters  the  distribution  system  of  any  Municipality  is  concerned 
it  gats  down  to  a  question  of  what  your  cost  is  during  your 
transmission  service  and  what  price  you  should  be  entitled  to 
make  for  that  service  ? 

Yes. 

And  how  you  should  distribute  indirect  expense,  store  and  the 
shop  expense  which  you  have  dona  ? 

No,  we  have  kept  the  total  of  them. 

So  far  as  transmission  is  concornod  ? 
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A  Correct, 

0,  So  there  is  no  difficulty  insofar  as  that  item  is  concerned  ? 

A  No  difficulty  at  all,  not  in  total. 

0,  That  is  all  that  is  asked  so  far  as  the  transmission  system  is 

concerned  ? 

A  The  total  of  the  transmission,  that  is  right, 

I/IR.  STEER:  I  would  like  to  have  that  question  repeated. 

(Preceding  question  and  answer  is  read) 

Q  MR.  ARNOLD:  Now  I  understand  part  of  this  transmission 

system  is  used  for  the  purpose  of  repressured  gas  at  Bow  Island? 

A  Yes, 

0,  Is  there  any  particular  accounting  in  respect  to  Bow  Island  re¬ 
pressured  gas  segregated,  in  other  transmission  operations  ? 

A  The  work  done  there  is  kept  in  a  separate  account, 

Q  And  is  the  cost  of  transmitting  allocated  as  between  Bow  Island 

repressured  gas  ? 

A  There  is  no  charge  for  transmission, 

0,  There  is  charge  for  the  cost  of  transmission.  Now  is  there  any 
other  reason  sat  forth  in  your  Affidavit  for  the  suggestion 
made  by  the  Gas  Company  that  you  should  not  supply  or  that  this 
particular  item  should  not  be  Included  in  the  Agenda,  That  is 
the  only  point  that  the  Gas  Company  makes  so  far  as  your  Affi¬ 
davit  is  concerned. 

]\/IR.  STEER:  The  witness  is  not  here  to  interpret  the 

Affidavit,  The  Affidavit  speaks  for  itself. 

I'iR.  ARNOLD:  Ha.  swore  it, 

MR,  STEER:  Certainly  he  swore  it. 


(  Go  to  Page  3572  ) 
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Will  you  repeat  your  question? 

MR.  ARNOLD:  You  know  what  your  Affidavit  states 

and  what  I  want  to  get  clear  is  that  the  only  point  you  are 
raising  in  your  Affidavit  as  to  the  reason  why  this  particular 

item  should  not  be  included  in  the  agenda . 

MR.  STEER:  Mr.  Chairman,  I  repeat  my  objection  and 

respectfully  request  your  ruling  as  to  whether  this  witness 
should  be  asked  to  interpret  the  Affidavit. 

THE  CHAIRf/IAN:  He  does  not  have  to,  Mr.  Steer. 

MR.  ARNOLD:  I  an  not  asking  the  witness  to  interpret 

the  Affidavit.  But  the  witness  has  sworn  to  certain  things 
and  L  can  read  them.  I  think  he  has  read  them.  You  have 
sworn  to  them  and  all  I  want  to  know  is  as  far  as  I  can  see 
from  the  Affidavit  the  only  statement  you  make  in  respect  to 
this  particular  item  and  the  reason  for  it  not  being  included 
in  the  Agenda  is  that  from  the  books  of  the  company  so  kept 
it  is  not  possible  to  ascertain  the  cost  of  operation  of  the 
transmission  system  aid  the  operation  of  the  distributing 
syst  em. 

ITR.  STTER:  Now  Sir,  I  took  objection  to  that 

question  and  the  Chairman  rules  that  the  witness  need  not 
answer.  I  ask  that  any  answe.r  be  struck  out. 

THE  CH AIRIYAN:  That  is  right. 

MR.  ARNOLD:  All  right,  I  will  reed  you  the  Af'fi davit, 

Mr.  Smith,  and  we  will  analyze  every  clause  of  it  to  see  if 
there  is  anything  else  in  your  mind  or  in  my  mind  when  we 
read  it. 

”1,  Frederick  Ashbey  Smith,  .....” 

THE  CHAIRMAN:  I  em  not  going  to  let  you  do  that.  You 

can  cross-examine  on  the  Affidavit  but  do  not  read  it  all 
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over  again. 

MR.  ARNOLD:  If  I  am  not  going  to  be  permitted  to 

oro  ss- examin.'e  bn  these  statements  as  contained  in  the 
Affidavit  I  will  sit  down.  Otherwise  I  propose  to  cross- 
examine  him, 

THE  GEI/ilRMAN:  You  please  yourself.  But  do  not  read 

the  Affidavit.  Cross-examine  on  it, 

MR.  ARNOLD:  I  am  refused  the  privilege  of  reading 

Mr.  Smith’s  Affidavit  to  him  and  I  am  refused  the  privilege 
of  asking  him  to  tell  me  if  there  is  anything  else  in  the 
Affidavit . 

THE  GHi\IRMi-n:  I  will  shorten  it  up  for  you. 

0  Did  ’  you  read  this  Affidavit  or  have  it  read  to  you  before 
you  swore  t  o  it  ? 

A  I  re  ad  it  ,  yes  . 

Do  you  need  to  have  it  read  to  you  again? 

A  I  do  not. 

Q  MR.  ARNOLD:  V^hat  are  the  principles  laid  down  by  the 

National  dissociation  of  Railroad  and  Utilities  Go  .miss  ions 
Mr.  Smith,  in  respect  to  bookkeeping? 

A  Mr,  Arnold,  I  am  sorry  I  have  not  the  time  to  gD  into  book- 

i 

keeping  here. 

Q  It  is  not  for  you  to  say  whether  we  have  the  time  or  not.  I 
am  asking  you  the  question.  You  have  made  mention  of  this 
in  your  Affidavit. 
k  The  principles? 

Q  YQs. 

A  They  are  the  normal,  usual  principles  of  bookkeeping  and 

explaining  hew  certain  items  should  be  kept  and  how  certain 
expenses  should  be  charged,  to  make  than  uniform  between  Gas 
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Utilities.  That  is  the  basis  of  it. 

There  is  no  particular  significance  to  it,  than?  It  is  just 
general  bookkeeping  practice? 

A  Yes. 

Q  THE  CHlilRii/.N:  For  a  unit  operation? 

A  For  a  unit  operation  of  gas  utility  companies. 

Q  MR.  ARMOLD:  vVhat  is  the  difference  between  that 

system  and  the  Pennsylvania  public  Services  System? 

A  I  explained  that  earlier  and  said  that  there  was  no  difference 
at  all  only  there  is  a  larger  number  of  accounts  in  the 
H.ii.R.U.C. 

0,  Do  they  break  down  the  items  differently? 

A  Ho,  they  just  expand  them  a  little  more,  where  one  has 

rrm  terisl -labour  the  other  has  capital  and  labour* 

0,  But  in-so-far  as  the  segregation  of  the  lines  is  concerned 
there  is  no  difference? 

A  No  difference  in  capital  accounts  whatsoever. 

0  YOU  suggest  it  is  necessary  both  in  the  National  Association 

of  Railroad  and  Utilities  Commissions' syst em  and  the  Pennsyl¬ 
vania  Public  Services’  Commission  system,  they  are  both 
applicable  to  unit  systems? 

A  Yes. 

Q  lAHiat  difference  would  you  require  to  be  made,,  do  you  suggest, 
in  your  Affidavit,  to  have  the  cost  of  individual  items  to 
be  kept  separate? 

.A  I  would  have  to  have  a  cost -keeping  department  which  would 
carefully  distribute  and  would  act  as,  shall  we  say  a 
liaison  department  between  the  accounting  department  and 
the  engineering  department.  They  would  have  to  keep  careful 
check  over  every  type  of  operation  that  the  engineering 
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d  ep  sr  t  me  nt  t  oo  k . 

Q  And  would  it  be  exactly  the  same  with  respect  to  your  trans¬ 
mission  and  distribution  systems? 

A  Yes.  But  it  would  involve  a  terrific  amount  of  work. 

Q,  I  suppose  there  is  a  terrific  lot  of  work  now  as  between  the 

distribution  system  and  the  transmission  system. 

A  Not  really. 

0^  Now:  vM  th  'respect  to  the  second  item  that  is  suggested  being 
added  to  the  agenda  you  have  not  dealt  with  that  item  in 
your  Affidavit  at  all,  in  respect  of  the  nitrogen  contract. 

A  NO . 

Q  That  is  all,  thanks. 

Q  MR.  STEER:  I  am  not  sure,  Mr.  Smith,  whether  there 

was  some  misunderstanding  between  you  and  my  friend,  Mr. 
Arnold,  but  if  there  was  I  think  we  will  have  it  cleared  up. 
You  told  him  that  so  far  as  capital  costs  were  concerned 
they  were  divided  as  between  t  ren  smis  s  ion  and  distribution. 

A  Cor  re  c  t . 

0,  Nov;  then  do  I  understand  you  to  say  that  what  we  might  call 
a  general  overhead  cost,  other  costs,  were  ever  allocated 
to  these  two  headings? 

A  Costs  are  checked  as  to  operation,  maintenance,  transmission 
lines  and  distribution  costs,  but  not  allocated  to  any  par¬ 
ticular  line. 

0,  MR.  ARNOLD:  I  d  id  not  follow  that.  ’vVhat  do  you 

mean  by  that?  v/hat  I  am  trying  to  get  at  is  this.  You  have 
a  transmission  system  an  d  a  distribution  system. 

A  That  is  right. 

Q  And  in  your  system  of  bookkeeping,  with  all  of  its  ramifi¬ 
cations,  you  cannot  pick  out  the  capital  invested  and  the 
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operating  costs,  as  I  suggest? 

A  That  is  right.  I  should  s^  direct  operating  costs  and  there 
.are  a  lot  of  other  charges  such  as  stores’  expenses  that  are 
not  distributed. 

Q  MR.  STEFR:  Let  us  make  it  quite  clear.  Am  I  right 

in  this  that  you  have  operation  accounts  and  transmission 
accounts  and  distribution  accounts? 

A  Yes. 

0,  And  new  business? 

A  Y0S. 

t 

0,  And  general  a  dmiinist  rat  ion? 

A  Yes . 

0  And  other  general  costs? 

A  Y0S  ,  that  is  correct, 

q  NOW  then  what  has  been  suggested  here  is  that  apart  from 
transmission  and  distribution  business  the  other  items  of 
costs  are  allocated  back  to  transmission  and  distribution, 
is  that  so? 

A  No,  that  is  not  so  and  I  have  so  informed  Mr.  Arnold.  The 

9 

stores’  expense  v\/ as  not  added  back.  Other  general  expense 

i  *  ' 

is  not  added  back,  only  just  bare  direct  costs, 
q  Thank  you,  Mr.  smith. 

THE  CHAIRiiAN:  Do  you  wish  to  cross-examine,  Mr,  Brownie? 

MR.  McDON.lLD:  Yes,  Mr.  Chairman. 


;  :  '■  ■T*’.  r>’r^7 

>•  .  S’  ■•'  !  * 


'  i 


t 


f 


»/  ■*  .  '  ^ 


i 


4 


i 


'i«‘ 


I 


'•* 


1 


V. 


'I 


SC' 


I 


T-1-6 


Frenk  W.  Brownie, 

cross- Exam,  by  Mr.  McDonald. 


A 


A 


0 


A 


0, 


A 

Q 


-  3577  - 

FRANK  W .  B ROVVN IE,  Recalled,  cross- 
examined  by  Mp.  McDonald. 

MR.  BLANCHARD:  May  I  ask:  a  fj^nestion  in  connection  with 

this?  My  learned  friend  has  taken  the  stand  that  in  as  much 
as  this  application  is  an  application  only  of  counsel  for 
the  producers  that  other  counsel  e  ni^.oged  in  this  Hearing 
are  relegated  to  the  position  of  just  onlookers  and  have  no 
right  to  cross-examine  at  all.  It  seems  to  me  it  is  very 
important  for  other  counsel  to  know  whether  this  is  a  proper 
matter  to  be  put  on  the  Agenda  because  then  t  hq/  become  very 
much  interested  and  I  went  to  know  whether  other  counsel  are 
not  permitted  to  cross-examine. 

THE  CHAilRM/^i:  I  ruled  against  Mr.  Steer  on  that. 

MR.  BLANCH  iRD:  Very  well,  sir. 

THE  CHAIRiiiiN:  You  are  already  sworn,  Mr,  Brownie? 


Yes . 

MR.  MCDONALD:  Mr.  Brownie,  you  executed  an  Affidavit 

dated  the  1st  day  of  October,  1945,  which  has  been  filed? 
Yas. 

Aittached  to  that  Affidavit  as  Exhibit  '’A^’  is  a  sketch  of 
the  transmission  lines  of  the  Gas  Company. 

That  is  right. 

Now  I  notice  there  are  approximate  distances  marked.  For 
instance,  main  line  174.2  miles.  Are  those  fairly  accurate 
distances.  Is  the  ..2  fairly  accurate? 

Yes,  I  should  think  it  would  be  closer  to  being  ,2  than  say 
.3  or  .1,  Mr.  McDonald. 

And  looking  at  the  sketch,  I  notice  that  the  lines  are 
running  up  to  the  boundaries  of  the  municipalities,  the 
circles  which  denote  municipalities  and  then  there  are  lines 
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off  to  the  airport,  for  instance.  The  airports,  I  suppose, 
are  outside  the  municipality? 

A  Yes. 

q  Is  the  Alberta  Nitrogen  plant  outside  the  City  of  Calgary, 
do  you  know? 

A  I  believe  it  is,  Mr,  McDonald,  but  I  am  not  certain  at  the 
moment. 

q  Now  in  your  affidavit  you  set  out  the  year  in  v^hlch  the 
different  units  of  the  transmission  system  were  built, 

A  Yes . 

q  And  in  which  the  original  investment  was  made.  Now  you 

have  attached  to  your  Affidavit  as  Exhibit  2  a  copy  of  the 
contract  dated  the  2nd  day  of  August,  1941  and  executed  on 
the  29th  of  January,  1943. 

A  Yes. 

q  Between  the  Gas  Company  and  the  Alberta  Nitrogen  products 
Limited  and  I  just  want  to  deal  v^/i  th  one  itme  on  page  3. 
ParagS^aph  (7).  ’’The  price  of  gas  delivered  under  this 
agreement  shall  be  seven  cents  (7^)  per  thousand  cubic 
feet  (M.C.F.)  Net  as  arrived  at  by  tue  methods  outlined 
in  the  previous  clause,  this  price  per  M.C.F.  however  being 
contingent  on  the  poyalite  Oil  selling  gas  to  the  Gas 
Company  for  the  purpose  of  this  contract  at  a  price  not 
exceeding  5.4  cants  per  M.C.F.  for  gas  as  delivered  to  the 
Gas  Company  and  as  measured  at  its  Turner  Valley  station.” 
can  you  tell  me  if  that  price  of  7^  par  thousand  was  paid 
and  if  poyalite  got  5.4^  of  it? 

A  Y0S. 

q  And  that  was  in  force  during:  the  year  1944? 

A  Yes . 
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A 
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And  you  understand  this  contract  is  still  in  effect? 

* 

We  are  still  serving  gas  under  the  terms  of  that  contract. 

On  simple  arithmetic  that  means  that  the  net  return  received 
by  the  Gas  Company  in  respect  of  deliveries  to  the  Alberta 
Nitrogen  products  Limited  is  1,6^  per  thousand  cubic  feet. 
Apart  flora  any  slight  difference  due  to  meterin’g  differences. 
Yes,  differences  might  arise  in  the  adjustment  of  accounts 
in  metering. 

Yes  . 

And  if  we  turn  to  page  7  of  this  agreement,  paragraph  (a) 
there  is  set  out  in  detail  the  compositi  on  of  the  natural 
gas  supplied  to  the  Nitrogen  Company  and  the  suggestion  is 
made,  as  I  read  it,  that  the  composition  of  the  gas  in  the 
main  be  kept  at  near  the  detail  set  out  in  this  paragraph, 
Yes. 

That  was  the  intention? 

Yes. 

Has  there  been  any  request  by  the  Alberta  Nitrogen  products 
Limited  to  refine  or  change  that  composition  of  the  gas? 

Not  that  I  know  of,  Mr.  McDonald. 

well  what  I  had  in  mind  was  this,  has  there  been  any 
necessity  for  these  scrubbing  plant  operations,  as  far  as  you 
know,  being  refined  and  more  chonicsls  used  and  a  more 
careful  operation  carried  on  than  prior  to  this  contract? 

I  be  live  we  have  on  one  or  two  occasions  had  requests  from 
the  Nitrogen  Company  to  discuss  with  the  Royalite  Company 
the  possibility  of  avoiding  a  surge  of  sulphur  that  in  the 
earlier  years  did  I  think  occur  once  or  twice.  I  do  not 
recall  anything  like  that  in  recent  years. 

That  would  be  at  the  time  deliveries  were  first  made? 
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A 

Yes. 

Q. 

On  page  8,  paragraph  (b)  ,  I  find  a  reference  ’’The  pressure 

of  the  gas  in  the  main  of  the  Gas  Company  at  the  point  where 

the  gas  is  delivered  into  the  Nitrogen  Company’s  main  vvill 

not  be  less  than  75  Ihs.  per  square  inch  gauge."  Can  you 

tell  me,  Mr.  Brownie,  whether  that  was  a  higher  or  a  lov\/er 

pressure  than  was  being  maintained  in  the  main  line  prior 

to  the  entering  into  of  this  contract? 

A  . 

It  is  lower. 

Q 

This  75  pounds  is  lower  than  the  operating  pressures  in  the 

line  in  the  vicinity  of  this  plant  prior  to  the  contract? 

A 

Yes. 

q 

^  ■ 

NOW  the  gas  delivered  under  this  contract,  Mr.  Brovvnia,  is 

in  addition  to  the  sales  to  the  other  markets  of  the  Gas 

Company. 

A 

That  is  right  . 

And  it  is  carried  over  and  above  the  peak  loads? 

A 

What  do  you  mean  by  that,  Mr.  McDonald? 

0 

This  market  does  not  vary.  The  Nitrogen  plant  demand  does 

not  vary  with  the  weather  for  instance. 

A 

NO. 

Q 

It  is  a  uniform  demand. 

A 

It  is  fairly  uniform,  yes. 

The  demand  of  the  other  customers,  however,  varies  with  the 

weather  . 

A 

Q 

That  i s  r igh t . 

And  this  load  is  carried  in  addition  to  the  peak  load  demand 

of  other  customers. 

A 

It  alwqy  s  has  bean. 

That  is  up  to  the  capacity  of  the  system. 

■  V 


••  f; 


f 


i  '  :  j* 


•  •••r 


.1 


t. 


} . 


* 

:*J 


> 


^  I 


i«  : 


T-1-10 


Fren k  W. Brownia , 

Cross- Exan.  by  Mr.  McDonald. 

-  3581  - 

A  Yes. 

q  Now  would  it  be  fair  to  s  qy  or  can  you  tell  me  what  were 

the  exact  deliveries  under  this  sytem  in  1944,  or  under  this 
contract  rather  in  1944? 

A  I  cannot  tell  you  very  closely,  Mr,  McDonald.  It  is  around 
9  million  a  day,  which  would  be  between  3  and  3^  billion  a 
year.  I  do  not  know  any  closer  then  that, 

* 

q'  Well  take  3  billion  cubic  feet  in  a  year  at  that  would 

give  you  an  approximate  revenue,  to  the  Ges  Company,  of 
|78,000  in  8  year  for  transmitting  this  gas. 

A  I  do  not  agree  with  your  arithmetic.  I  think  it  is  $48,000. 

q  csn  you  tell  me,  Mr.  Brownie,  how  did  the  Ges  Company  arrive 

at  this  rate  of  net  return  of  l.O^i:? 

A  I  do  not  know  how  it  was  arrived  at  ,  Mr.  McDonald. 

MR.  STEER:  I  would  suggest,  Mr.  Chairman,  that  this 

line  of  cross-examination  does  not  beer  on  the  matter  that 
is  ep p  1  ie d  for  , 

THE  CHAIRMAN:  It  is  one  I  have  been  waiting  for, 

Mr.-  Steer.  You  can  pursue  that,  Mr*  McDonald.  However  if 
Mr.  Brownie  does  not  know  how  it  is  fixed  there  is  no  use 
wasting  time  on  it. 

q  MR.  MCDONALD:  No.  Can  you  tell  me  this,  Mr.  Brownie, 

what  ere  the  increased  costs  of  the  Gas  Company  in  handling 
this  additional  gas  carried  to  the  Alberta  Nitrogen  Company? 

A  well  I  do  not  know  the  answer  to  that  either,  Mr.  McDonald, 
It  is  a  very  difficult  thing  to  determine. 
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Q,  What  did  you  have  in  mind? 

A  Well  it  is  not  something  you  can  sit  down  and  take  out  of  a 
set  of  hooks.  It  all  depends  on  what  basis  you  want  it  on. 

I  suppose  you  are  talking  increment  costs.  It  is  very 
difficult  to  decide  just  how  much  your  transmission  line 
operation  might  be  increased  by  the  addition  of  this  load, 
or  your  transmission  line  maintenance. 

Q,  Well . 

A  You  would  have  to  carry  increased  pressures  probably  on  account 
of  those,  and  that  may  cause  a  few  more  leaks,  but  how  anybody 
could  determine  how  many  more  I  do  not  know. 

C,  Well,  does  it  involve  the  employment  of  more  labour,  more 

line  walkers  for  instance,  more  compressor  men,  -  well  you  do 
not  have  compressor  men? 

A  No.  It  involves  operating  our  pipe  line  at  higher  pressures 
and,  therefore,  as  a  result  of  that,  it  would  have  a  tendency 
to  increase  our  costs. 

Q,  I  suggest  to  y-'u  the  pressure  would  be  supplied  by  the  Madison 
comp'^essors? 

A  Yes . 

Q  That  would  require  no  doubt  more  attention  to  detailed  super¬ 
vision  of  your  transmission  lines  from  Turner  Valley  to 
Calgary  and  I  suggest  to  you  that  might  mean  the  addition 
of  one  or  two  more  helpers  or  engineers  or  something  like 
that,  In  the  nature  of  additional  costs? 

A  I  do  not  know  O'^’fhand,  Mr.  McDonald.  That  would  require 

considerable  study.  Of  course  that  is  not  the  only  additional 
cost  of  course. 

0,  Do  you  think  it  T/'ould  not  involve  the  amount  of  seventy-eight 
thousand  dollars  a  year? 


I  I 


j.l  .  . 


;  I 


/* 


-  * 


fj 


i;- 


Li  .* 


„v 


mi-.. 


}1j  It ’it.' 


0 


,q-2  -2 

■*^^rfnk  W.  B^ol^4I]ic, 

Gross-Exem.  by  Mr .MoDonrld . 
^ross-Exem.  by  Mr.  Arnold. 

-  2582  - 


A  I  dO)not  think  thct  figure  is  seventy-eight  thousend,  is  it, 
Mr.  McDonald,  forty-eight  thousand  dollars. 

0,  Forty-eight  thousand  dollars? 

A  No,  not  any  item  would  amount  to  forty-eight  thousend  dollars 

Q,  I  am  sorry,  Mt-, Brownie,  I  said  seventy-eight  thousand  some 

minutes  ago,  and  it  should  have  been  forty-eight  thousand? 

A  Yes . 

MCDONALD:  I  think  that  is  all. 

TT-m;  C'A, INMAN:  Mr.  Arnold? 


CROSS -EX/m NATION  BY  MR.  APNOLD. 

Q,  We  11  now . 

i-E.  STEER:  May  I  just,  Mr.  Chairman,  place  on 

the  record  the  seme  formal  objection  which  I  did  previously. 
THE  CFAIRLA^N:  Yes. 

0,  ME.  ARNOLD:  You  said  a  moment  ego  in  respect  of 

compressors,  it  would  require  more  compressors  on  account  of 
the  Albert'  Nitrogen  load,  do  you  not  get  your  gas  from  the 
Madison  at  a  standard  pressure,  which  has  nothing  to  do  with 
you? 

A  No,  we  do  not  get  it  at  a  constant  pressure.  The  pressure 
varies  over  the  year,  depending  on  the  load. 

Q,  But  they  supply  whatever  pressure  you  require? 

A  ThiCy  supply  t>iat  pressure  at  the  upstream  side  of  the  control 
gate,  and  it  is  reaulated  to  ^whatever  vie  require  in  our  trans 
mission  line,  dependirg  on  the  load. 

0,  V/hrt  do  you  do  about  it? 

A  We  regulate  it  at  the  gate. 

Q  And  that  is  a  matter  of  turning,  -  where  is  this  gate? 

A  ^^t  Turner  Valley* 
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4  At  the  Iv'Iadisoii  plent? 

A  "^es ,  I  believe  it  is  regulated  at  the  Madison  plant  now.  V/e 

have  gates  at  our  station  but  I  do  not  believe  they  are  used 
to  regulate  t^i  pressure. 

Q,  Now  this  difference  betVvieen  what  the  gas  costs  from  Royalite 
and  what  you  get,  the  1.6  cents,  you  said  that  was  suojeot  to 
fluctuation  from  neter  readings? 

A  Yes . 

Q  Either  up  or  dowm? 

A  "^es  ,  the  1.6  is  Increasecl  t^e ore t t  caLly  somewhat  by  a  differen 
in  measurement  conditions. 

Q,  Yes,  end  I  think  wou  have  already  told  mv  friend  that  you  had 
no  way  of  knowing^  how  that  wes  arrived  ft,  that  1.6? 

A  That  is  right. 

Q,  As  to  what  the  costs  were? 

A  That  is  right. 

Q  Do  you  know  whether  any  breekdowm  was  made  to  arrive  at  that 
figure? 

A  No,  I  do  not  think  it  was  made  in  that  way. 

Q.  So  so  far  as  you  are  concerned,  you  have  no  way  of  helping 

us  in  telling  us  whether  that  is  a  just  and  reasonable  price 
for  the  Alberta  Nitrogen  to  pay  or  not? 

A  No. 

0,  The  suggestion  has  been  made  in  this  motion  now  before  the 

Board  that  that  is  one  of  the  matters  to  be  considered  by  this 
Board,  whet'^-^er  that  is  a  fair  and  just  price  for  the  gas,  and 
you  cannot  he  of  any  assistmec  to  this  Inquiry  so  far  as 
that  is  concerned? 

A  Not  at  this  moment,  no. 


MR.  ARNOLD: 


That  is  all. 
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THE  CFAIM.'IAN:  Mr.  Blanchard? 

MR.  BLJ^NCFi^RD:  No  questions. 

> 

CECSS-EXAMmTION  BY  LR.  CFiiMBERS 


Q 

Just  one  question  I  would  like  to  ask  you,  Mr.  Brownie,  the 

transmission  system  of  the. Gas  Company  is  shown  on  the  sketch 

which  is  made  an  exhibit  to  your  affidavit,  what  gas  is  handled 

by  that  transmission  system? 

A 

Mainly  Turner  Valle''^  gas. 

Q. 

And.  when  you  say  "mainly”,  you.  mean? 

A 

There  is  some  Foremost  gas  most  winters. 

s  ^ 

A 

That  is  emergent  periods? 

Yes  • 

Q 

TO  DR.  BOOiSR:  Is  that  contract  in  force? 

A 

I  do  not  think  the  contrect  is  in  force,  Dr.  Boomer,  but  we 

are  still  supplying  gas  as  if  it  were. 

Q 

Did  you  have  anything  to  do  with  the  negotiations  leading  to 

that  contract? 

A 

Yes. 

Q 

Was  there  any  idee  that  the  1.6  cents  was  related  to  increment 

costs? 

No,  I  do  not  think  so. 

Q 

iind  the  increment  costs  have  no  meaning  at  all  in  this  appli¬ 
cation,  it  cannot  be  determined  by  increment  costs? 

A 

It  is  nra  ct  ic?"  1  Ly  impossible,  I  would  say.  Dr.  Boomer. 

Q 

One  other  question,  the  ^n^lysis  given  in  this  contract  is  of 

1941? 

A 

It  would  be  of  about  that  time. 

Has  there  been  any  change  in  the  analysis  since  then? 
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A  I  'Dresume  t''''ere  bps  been  some  ohenge.  I  heve  not  examined  thet 
pnelysis  recently. 

Q,  You  do  nC't  know  the  quantitive  effect  of  the  iso-butane  reco’rery? 
A  No,  I  do  not  know  that,  with  sny  degree  of  eccurecy. 

DR.  BOOIviSR;  Thet  is  ell* 

THS  CNAIRIvJiN;  Do  you  wish  to  add  anything  by  way 

of  argument  to  your  motion,  Mr.  McDonald? 

MTi.  McDON^.LD;  Only  this,  Mr.  Chairmen,  thet  I  think 

the  evidence  brought  out  indicates  that  the  transmission  of 
the  gas  and  the  rate  fixed  for  the  transmission  could  have 
a  bearing  on  the  well-head  price  and  by  dealing  with  the  price 
as  suggested,  there  may  be,  and  allowing  the  Oas  Company  to 
consolidate  as  it  were  its  transmission  costs  with  its 
dis tribut io‘n  costs,  it  may  be  that  the  transmission  costs  are 
bearing  a  very  unfair  proportion  of  the  distribution  costs 
with  the  result  that  the  price  f'ixed  at  some  other  point  in 
the  system,  thet  is  at  the  municipality  or  at  the  outlet  at 
which  the  gas  reaches  the  consumer,  would  indicate  a  fair 
price  and  would  mean  thet  the  distribution  costs  would  be  allocated 
to  a  portion  of  the  Gas  Company’s  sytem  that  they  should  not 
be  apportioned  to. 

TFE  C-'AIRMN:  That  still  raises  the  difficult 

question,  Mr.  McDonald,  that  if  you  segregate  your  transmission 
costs,  you  are  going  to  ha^e  a  different  gas  rate  in  every 
municipality. 

jr  .  McDONi^LD:  No,  T  do  not  think  thet  necessarily 

follows . 

TPD  CT-'^AIRMAN:  Well  if  it  does  not,  if  it  does  not, 

then  I  do  not  sec  the  relevancy  of  the  motion.  The  Gas  Company 
would  ^ust  carry  on  the  way  it  has  already  done  with  a  total 
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unit  operetion. 

LH.  MoDONALD:  Exoept  this,  and  this  is  the  point, 

that  the  principles  eh  are  applicable  to  the  fixing  of  the 

rate  for  c-rrying  gas,  the  same  principles  ere  applicable  to 
the  transmission  of  the  gas,  I  mean  any  comparable  type  of 
transmission,  tha.t  is  main  lines  and  large  pipe  lines,  and  I 
think  it  is  only  f " ir  to  the  operators  in  the  field  that  the 
rates  for  tr‘~nsmit t ing  the  gas  un  to  the  scrubbing  plant  end 
the  price  fixed  there,  that  is  the  service  price  fixed  to  the 
utilities  should  be  comparable  to  the  same  type  of  work  as 
between  the  scrubbing  plant  and  some  other  point,  and  now  in 
order  to  arrive  at  whether  it  is  ^ust  and  reasonable,  we  should 
know  what  those  costs  are,  and  we  should  have  this  information 
from  the  books.  They  should  be  investigated  and  it  would  be 
absolutely  unfair  to  fix  a  service  rate  between  two  items  of 
transportation  vwhich  are  v-ithin  the  ^jurisdiction  of  the  Board, 
and  if  these  others  ere  related,  then  the  same  principles  should 
apply. 

TEE  CF-AIKllAN:  Of  course  then  that  means  you  are 

going  to  introduce,  you  must  necessarily  introduce,  the  samo 
type  of  utility  as  we  have  now  in  the  case  of  say  the  Calgary 
Power  where  your  distribution  costs  are  allocated  and 

will  vary,  s“nd  where  every  com^innity  prys  a  di'f'ferent  rate, 
where  the  transportation  cost  has  a  substantial  bearing  on 
that  rate. 

MR.  McDONiiLD :  I  am  in  this  position,  that  in  order 

to  advise  my  clients  as  t  what  is  fair  and  reasonable  for  them 
to  pay,  they  should  have  an  opportunity  of  investigating  these 
other  phases,  I  mean  it  is  entirely  new,  we  are  entering  a  new 
field  and  breaking  new  ground  and  I  do  not  see  why  there  should 
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be  any  restriction  on  the  information  vihich  should  bo  made 
svailLablc  ^whcn  it  is  so  closely  reLeted  to  our  main  point. 

TFS  i<et  us  go  a  little  further  then, 

the  Board  did  raakc  an  Order  providing  for  the  c-xamination 
of  the  Gas  Company’s  books  by  Mr.  Hamilton  in  order  to  supply 
you  with  certain  information  for  the  pre’paration  of  your  case. 

MR.  KgDOMW:  ^es . 

THE  CFi^IPuMAN:  Naw  supposing  the  Board  agrees  that 

your  motion  is  now  one  which  should  be  granted  and  then  Mr. 

Steer  says  ’^You  have  no  right  to  order  us  to  allocate  our 
general  costs  as  bet^^een  ti'snsmission  end  distribution  lines* 

You  have  jurisdiction  over  our  transmission  lines  but  you 
have  none  over  our  distribution  lines  and  you  have  no  right  to 
ask  us  to  allocate  our  costs,"  and  would  he  not  be  perfectly 
proper  in  saying  that  to  us? 

MR.  McDOKiLD;  I  do  not  know  whether  he  would  be 

proper  or  not,  but  under  the  Rules  I  think  it  is  important  to 
this  Hearing. ..... 

THE  CFi\IRI'viAM:  Let  us  abolish  the  word  "proper" 

and  say  would  he  not  be  legally  correct  in  saying  that? 

MR.  McDORjiLD:  No. 

THE  CFi^IRI''''LAl\ :  That  we  have  no  jurisdiction. 

McDONi^LD:  I  might  agr  e  wich  you,  but  then 

this  Board  would  be  in  this  position,  the  Board  in  the  absence 
of  evide-ncG  will  have  to  make  some  kind  of  adjustment  and  will 
have  to  apportion  the  transmitting  costs,  I  mean  the  Gas 
Company  then  will  be  simply  in  the  position  of  leaving  the 
matter  to  the  discretion  of  the  Board  end  it  might  be  unfair 
to  both  the  Gas  Company  and  the  Board  and  to  everyone  interested 
if  that  were  done.  I  do  not  think  that  is  a  practical  con- 


J..- 


.r  -i.' 


;io 


■-  J 


c 


^  'J  , 


•  i‘u 


•♦i 


'■  O  '  : 


-1 

V 


(■  ■ 


^  .  «•  <S 


V 


j^rgument  on  Motion  by  Mr.  McDonald  • 

-  3589  - 

s ideration. 

CF/rRI'iAN:  Of  course,  do  not  forget,  you  are  all 

carrying  on  this  Fearin^  as  it  is  were  a  lawsuit,  every  one 
of  you. 

IR.  MCDONALD:  But  I  would  like  to  get  sway  from 

thst,  Mr . Chsirm&n .  You  art  brcsking  new  ground,  where  we  must 
have  all  the  information  relative  to  the  gas  business  of  this 
Province,  not  necessarily  in  the  way  of  formal  evidence,  but 
of  bringing  in  all  things  that  result  from  it. 

TKS  CP’ijIRlYN:  Of  course  that  is  what  Mr.  Steer  hag 

been  trying  to  do.  Have  you  anything,  Mr.  iirnold,  to  say? 

IViK.  i\RNOLD;  This  application  is  one  merely  to 

add  to  the  /igenda  certain  items  so  thst  they  will  be  before 
the  Board  for  discussion  at  some  time  during  this  Hearing. 

This  Board  is  charged  with  the  duty  of  fixing  the  price  whioh 
is  paid  for  gas  by  the  Gas  Company  end  by  other  individuals 
and  the  question  what  the  Gas  Company  should  pay  for  gas 
is  wound  up,  as  the  Chairman  has  pointed  out,  in  items  over 
which  this  Board  has  no  control,  but  that  does  not  relieve 
this  Board  from  fixing  that  price.  Novi  if  the  Gas  Company 
does  not  want  to  come  before  this  Board  and  te  II  this  Board 
what  they  should,  pay  for  it,  then  the  Board  is  left  in  the 
position  where  they  have  to  arbitrarily  set  that  figure  witlr' 
out  relation  to  the  Gas  Company.  The  Gas  Company  has  sat 
through  all  this  Hearing,  they  have  had  the  privilege  of  cross- 
examination,  thoy  have  had  the  privilege  of  putting  in  submis¬ 
sions  on  various  phases  of  it  and  now  they  say  ”We  have  nothing 
to  do,  you  have  nothing  to  do  with  us.  iifter  all  we  are  under 
the  jurisdiction  of  another  Board”,  but  this  Board  has  a  duty 
to  fix  the  price  they  are  to  pay  and  I  think  the  Chairmen  in 
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your  recent  Judgment  sets  forth  very  clearly  the  problem 
which  this  Board  is  going  to  be  up  against  in  endeavouring  to 
arrive  at  fair  and  reasonable  prices  to  be  paid,  and  one  of 
those  difficulties  is  the  ability  of  the  Gas  Company  to  pay. 

Now  I  think  it  is  quite  all  right 
for  the  Gas  Company  to  ^ust  sit  back  and  say  "Oh,  we  are  under 
somebody  elsc’s  jurisdiction,  you  cannot  interfere  with  us  ", 
but  so  far  as  tha  industry  is  concerned,  and  so  far  as  this 
Fearing  is  concerned,  they  have  a  duty  to  get  ell  the  infor¬ 
mation  they  can  and. whether  or  not  you  can  order  the  Gas  Company 
to  give  it,  I  do  not  think  that  is  relevant  at  all,  but  the 
thing  is  this,  you  see  one  of  the  things  we  are  going  to  decide 
is  what  the  price  of  gas  is  going  to  be  at  the  City  of  Calgary 
or  at  some  other  point.  Now  unfortunately  or  fortunateljr 
this  Board  is  charged  with  the  fixing  of  it  at  the  City  of 
Calgary  limits  and,  therefore,  they  have  to  take  into  consider¬ 
ation  what  happens  between  the  scrubbing  plant  and  Bow  Island 
for  instance. 

(Co  to  page  3591) 
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Now  if  the  Gas  Company  does  not  want  to 
come  and  give  the  Board  any  information  they  can  take  whatever 
position  they  like  aboat  it,  but  I  don’t  think  this  Board  should 
close  its  eyes  to  it  simply  because  the  Gas  Company  says  it  will 
not  d*  'anything.  That  is  one  of  the  things  we  have  to  consider 
and  we  have  to  have  it  on  the  Agenda  to  deal  with  and  if  so  then 
the  Board  cannot  get  the  information  or  will  have  to  get  it  some¬ 
where  else  or  they  will  have  to  proceed  without  it.  But  it  is 
impossible  to  deal  fairly  with  everybody  unless  everybody  that 
deals  with  that  gas  is  before  this  Board  and  the  hearing  is  be¬ 
fore  it  with  respect  to  every  phase  of  it  that  goes  to  make  up 
the  price.  Hare  we  are  on  an  enquiry  which  is  taking  months 
and  months  and  leaving  our  one  item  that  when  we  are  all  through 
we  will  absolutely  be  in  the  position  that  the  Board  will  have 
no  evidence  on  which  to  determine  the  price  to  charge  for  gas 
at  the  city  limits. 

THE  CEAIRI^IAN:  Couldn’t  we  fix  the  price  of  gas  at  the 

gate,  at  Turner  Valley  and  still  leave  the  Calgary  price  to  be 
determined  by  the  Utilities  Board  ? 

I'ffi.  ARNOLD;  Well  this  Board  as  I  understand  it  has 

Jurisdiction  over  the  transmission  lines.  They  might  save  oven 
then  if  you  did  and  say  here  wo  are  going  to  do  it  at  the  scrub¬ 
bing  plant,  now  what  is  a  fair  and  reasonable  price  to  charge 
the  Gas  Company  there,  and  the  Gas  Company  does  not  tell  you 
what  profit  they  are  making  or  the  situation.  You  cannot  arrive 
at  what  is  a  fair  and  reasonable  price  so  far  as  they  are  con- 
corned.  You  will  have  to  guess  as  to  what  they  shall  gat  for 
what  they  are  doing. 

THE  CHAIRI'/IAN:  I  am  considering  the  well  head  price,  the 


wholesale  price  in  Calgary. 
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¥\B..  ARNOLD:  And  you  very  clearly  put  it  in  your  judgment. 

It  raises  a  tremendous  number  of  factors  and  you  have  got  to  got 
down  to  what  is  ^ust  and  reasonable  for  everyone  conoorned. 

Hero  is  one  of  the  main  people  who  should  bo  interested  in  this 
enciuiry  and  they  say  you  cannot  touch  us  in  this  thing.  I  submit 
you  can  touch  them  and  you  can  set  whatever  price  you  like  at  the 
scrubbing  plant,  but  that  is  in  my  opinion  not  the  way  that 
should  bo  dealt  with  if  the  G-as  Company  does  not  wish  to  make  a 
submittal  then  others  interested  can  make  a  submittal  and  the 
Board  could  act  on  that* 

I'/IR.  CHAMBERS:  Sir,  my  submission  is  that  this  transmission 

system  of  the  Cas  Company  which  is  an  Exhibit  to  Mr.  Browni^^s 
Affidavit  is  under  the  jurisdiction  of  this  Board  and  is  a 
Public  Utility  within  the  meaning  of  this  Act  and  is  not  within 
the  jurisdiction  of  the  Board  of  Public  Utility  Commissioners. 

The  reasons  for  that  I  mentioned  the  other  day  and  that  being 
so  and  if  I  am  right  in  that,  this  Board  is  I  submit  the  only 
one  that  can  appraise  the  capital  co-st  and  arrive  at  a  rata  base 
of  this  transmission  lino  and  to  deal  with  the  operating  expenses 
and  Section  49  of  this  Act,  sub-section  1  says: 

”The  Board  shall  have  power  from  time  to  time  to  appraise 
and  value  the  property  of  any  public  utility  whenever  in 
the  judgment  of  the  Board  it  shall  be  necessary  so  to  do 
for  the  purpose  of  carrying  out  any  of  the  provisions  of 
this  Act”. 

I  am  going  one  step  further.  I  say  aside 
altogether  from  the  question  of  fixing  the  charge  the  Gas 
Company  is  to  be  allowed  for  the  transmitting  of  this  gas, 
aside  from  that  altogether  if  in  the  carrying  out  of  its  general 
functions  of  the  Board  in  arriving  at  a  fair  well  head  price 
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that  is  noGossary  or  relevant  that  the  transmission  coats  be 
gone  into,  this  Board  I  submit  has  power  to  deal  with  that 
aside  from  the  question  of  fixing  the  Gas  Company’s  rates  for 
transmission. 

t 

Now,  the  Chairman,  you,  sir,  have  intimated 
this  morning  as  you  did  on  the  applioation  the  other  day  that 
there  was  some  difficulty  by  reason  of  the  fact  that  this  trans¬ 
mission  lino  wont  to  various  Municipalities.  Well  in  the  first 
place  I  suggest  that  presents  no  greater  difficulty  for  this 
Board  than  it  would  to  the  Public  Utility  Board  because  one 
Board  or  the  other  must  deal  with  it  and  my  understanding  is 
now  that  the  Public  Utilities  Board  has  dealt  with  the  trans¬ 
mission  lines  as  one  investment  and  that  the  rate  to  Lethbridge 
and  these  various  Municipalities  are  all  tied  in  to  the  Calgary 
rate  but  aside  from  that  I  submit  that  the  cost  of  transmitting 
gas  from  Turner  Volley  tc  ell  of  these  Municipalities  is  some¬ 
thing  that  the  Gas  Company  must  be  reimbursed  for  and  that 
amount  of  reimbursement  has  to  be  p>\.3SCdupon  by  so  .e  Board 
and  I  submit  that  it  is  this  Board. 

Now  that  transmission  system  is  going  to 
handle  so  much  gas,  its  total  investment,  carrying  charges  end 
total  operating  costs  amount  to  so  much  and  you  can  divide 
that  by  the  throughput  and  you  are  going  to  got  I  submit  a  per 
m.c.f.  cost  of  transmission  and  that  per  m.c.f.  cost  will  be 
I  submit  of  concern  to  the  G-as  Company  some  day  and  is  of  vital 
concern  now  to  the  people  in  Turner  Valley  and  as  to  how  this 
thing  can  be  worked  out.  By  the  way  I  should  say  and  I  think 
it  is  clear  from  the  evidence  here  that  all  these  costs  now 
are  segregated  except  one  thing,  the  general  administration 
and  operation  of  the  stores  department  but  I  gathered  from  what 
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Mr.  Smith  says  that  material  that  comes  out  from  the  store  is 

s 

charged  to  certain  things  in  the  general  distribution  and  trans¬ 
mission  system.  That  those  are  not  segregated.  Now  I  submit 
that  is  not  an  insurmountable  difficulty.  Other  Boards  have  met 
that  situation.  There  is  the  instance  in  that  in  the  Canadian 
River  case  and  the  Wyoming  case  which  wont  to  the  Supreme  Court 
of  the  United  States  on  Appeals  from  Judgments  which  had  to  do 
with  findings  of  and  hearings  before  the  Federal  Power 

Commission  and  the  question  there  came  up  that  the  Federal  Power 
Commission's  jurisdiction  stopped  duo  to  a  constitutional  limit¬ 
ation  and  it  could  include  only  inter-state  matters.  On  the 
other  hand  the  matters  of  inter-state  were  within  the  State 
Public  Utilities  Act  and  the  situation  that  presented  itself 
there  was  that  a  large  part  of  these  systems  were  doing  the  jobs 
for  both.  And  the  Power  Commission  had  to  decide  how  it  was 
going  to  make  a  division  as  between  some  costs  that  were  compe¬ 
tent  to  both.  They  did  it  and  the  Court  reviewed  their  findings 
and  in  effect  held  it  was  reasonable.  Now  I  submit  that  is  just 
the  same  situation  that  is  hare. 

MR.  STEER:  I  doubt  if  I  can  add  anything  to  what  I  said 

the  other  day,  sir.  My  submission  then  was  that  the  jurisdiction 
of  the  Public  Utilities  Board  over  the  Canadian  Western  system 
were  that  of  the  Natural  Cas  Utilities  Board  left  off.  If  the 
suggestion  is  correct  that  this  Board  has  got  the  figures  of  the 
transmission  charges  from  the  scrubbing  plant  to  the  city  limits, 
from  the  city  limits  to  High  River  and  from  High  River  to  the 
next  point  on  and  dividing  that  whole  system  into  a  number  of 
different  parts  then  in  my  submission  that  is  something  the 
legislature  of  this  Province  never  intended  to  be  done.  That 
obviously  what  was  intended  was  to  exclude  this  Calgary  system 
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from  the  jurisdiction  of  this  Board  and  in  my  submission  that 
has  been  done  subject  to  this,  that  if  a  time  arises  in  the 
future  when  these  transmission  lines  have  to  be  used  as  common 
carriers  then  that  raises  a  point  which  will  have -to  bo  considered 
by  the  Board  in  working  out  of  the  terms  of  Section  74  dealing 
with  common  carriers.  Apart  from  that  it  would  be  an  impossible 
situation  as  the  Board  of  Public  Utilities  Commissioners  say  in 
Edmonton  where  you  have  got  an  absolute  integrated  system  from 
production  to  consumption,  if  the  Board  of  Public  Utilities 
Commissioners  have  not  absolute  jurisdiction  over  that  whole 

4 

undertaking  from  production  to  consumption  than  it  is  an  imposs¬ 
ible  situation. 

-3  THE  CHAIRIV'LAK :  It  has  other  difficult  implications  as  well. 

ll[R,  CHAMBERS:  That  exact  situation  is  not  only  in  the 

United  States  but  in  the  Federal  Commission. 

THE  CHAIRiviAN:  There  is  another  problem  arising  out  of  it. 

At  the  moment  the  Cas  Company  operates  as  a  unit  operation  and  I 
incline  to  the  view  that  if  it  did  not  there  are  many  places 
that  could  not  afford  to  buy  and,  pay  for  natural  gas  and  if  there 
has  got  to  bo  a  segregation  of  every  section  of  the  main  pipe 
line  in  fixing  the  price  of  transmitting  gas  you  are  going  to 

i 

have  a  different  price  for  every  section  and  the  smaller  commun- 

% 

y  ities  will  not  be  able  to  pay  it. 

MR.  CHAMBERS:  I  do  not  associate  myself  with  that. 

THE  CHAOTIAN:  That  is  an  implication  in  your  own  argument. 

MR.  CKAlvBSRS:  No  I  say  there  should  be  one  per  m.c.f.  coat. 

I  take  the  opposite  view, 

t 

THE  CHAIRI'IAN:  Well  we  will  think  about  it  and  in  the  mean¬ 

time  wo  will  adjourn. 

(At  which  time  a  short  adjournment  was  taken) 
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MB.  STEER;  Koy  I  montion  a  matter  Mr.  Chairman.  I 

obtained  pursuant  to  Section  44  of  tho  Natural  Gas  Utilities 
Act  from  a  Judge  of  tho  Appellate  Division  leave  to  appeal  from 
the  Order  which  was  made  recently  with  respect  to  the  Canadian 
Western  books.  That  Order  has  been  entered  and  security  for 
costs  has  been  lodged  and  in  duo  course  notice  will  be  given 
as  provided  in  tho  Order  by  the  Applicant  to  all  persons  repre¬ 
sented  and  appearing  at  this  hearing. 

Under  sub-section  9  of  Section  44,  a  stay 
of  the  execution  of  tho  Order  may  bo  granted  by  the  Appellate 
Division  or  may  be  granted  by  the  Board  itself, - 

”Evary  order  of  the  Board  shall  go  into  effect  at  the  time 
prescribed  by  the  order,  and  its  operation  shall  not  be 
suspended  by  any  such  appeal  to  tho  Appellate  Division 
unless  otherwise  ordered  by  tho  said  Appellate  Division, 
but  the  Board  itself  may  suspend  the  operation  of  its 
order,  when  appealed  from,  until  the  decision  of  tho 
Appellate  Division  is  rendered,  if  the  Board  thinks  fit,” 

I  apply  to  tho  Chairman  of  tho  Board 
staying  the  operation  of  the  order  until  the  appeal  has  been 
determined. 

THE  CHAIRJVIAN ;  That  application  will  be  granted.  Will  you 

join  in  it  too  ? 

MR.  CHAxviBERS:  No  I  wish  to  speak  on  another  matter. 

THE  CHAIRv'IAN:  Tho  application  will  be  granted  Mr.  Steer. 

Is  a  formal  order  necessary.  I  would  not  think  so. 

MR.  STEER:  I  perhaps  had  better  take  it  out. 

THE  CHAIRivIAN;  The  order  is  only  evidence  of  what  I  have 

already  said  and  that  is  already  in  the  record  . 

Except  that  record  may  not  be  before  the 
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Appellate  Division. 

THE  CHAIHvdAN:  It  does  not  really  ma t ter  if  it  is  before 

them  or  not  as  long  as  we  have  made  the  order. 

MTl.  STEER:  Yes  sir. 

MR.  CHAMBERS:  So  far  as  oonoerns  that  portion  of  the 

order  relating  to  Royalite  I,  like  Mr.  Steer,  would  like  to 
appeal  to  the  Appellate  Division  on  behalf  of  the  Royalite.  I 
am  not  applying  for  a  stay  for  this  reason.  My  sole  object  in 
lodging  the  appeal  is  to  keep  my  right  open  if  by  any  ohance 
the  final  Judgment  of  the  Board  is  before  the  Court  and  I  do 
not  want  to  hamper  the  progress  of  the  hearing  but  there  is  a 
matter  of  practical  working  out  of  the  order  that  I  would  like 
to  speak  to.  The  order  says,- 

”Tho  Board  therefore  directs  that  Mr.  Mercer  submit  to 
cross-examination  with  respect  to  any  matters  that  are 
relevant  to  the  subject  of  the  present  Enquiry”. 

Now  I  do  suggest  that  the  questions  relevant 
they  Vi/ill  come  up  as  we  go  along  but  then  the  order  does  not 
particularize  on  the  matter  and  in  particular  that  he  submit  to 
cross-examination  with  relation  to  the  operating  costs  submitted 

4 

by  Madison  as  compared  with  the  actual  operating  costs  of  Royal¬ 
ite  relating  to  those  operations  which  are  now  carried  on  by 
Madison  and  with  respect  to  the  allocation  of  Royalite  of  costs 
common  to  all  its  operations  before  the  severance  of  the  cost 
division.  Mr.  Mercer  will  also  be  required  to  produce  all  of 
Royallte’s  books,  financial  statements  and  internal  statements 
from  which  factual  evidence  may  be  secured  for  the  purposes 
already  mentioned.  Now  wheat  I  am  getting  at  is  this,  I  do  not 
think  it  is  the  desire  of  the  Board  or  Counsel  that  Mr.  Mercer 
go  into  the  box  YJithout  any  preparation  and  with  a  big  pile  of 
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books.  Thot  will  taka  soma  timo.  I  do  suggest  that  if  Mr. 
Fonorty  and  Mr.  Staar  who  mada  this  application  would  formulato 
for  us  0  list  of  the  quastions  they  aro  going  to  ask  or  the 
material  that  they  want,  we  con  prepare  it  rather  than  bring 
all  the  books  here,  I  am  only  suggesting  that  as  a  practical 
working  out  in  the  interests  of  expediency. 

THE  CHAIRMAN:  That  seems  reasonable  too  without  putting 

any  restrictions  on  the  right  to  osk  further  questions* 

MR.  CHMBERS:  Oh  no,  but  at  least  as  a  starting  point. 

THE  CHAIRi^IiiN;  What  do  you  say  Mr.  Steer  ? 

iVlR.  STEER:  I  was  under  the  impression  that  the  Board^s 

accountant  would  go  into  those  books  and  prepare  statements  of 
the  same  character  as  ha  has  prepared  for  the  year  1943  for 
five  years. 

THE  CHAIRM/iN:  That  I  thought  was  the  suggestion  that  was 

made  at  the  conclusion  of  the  argument  and  if  it  is  satisfactory 
to  everyone  can  be  adopted.  What  do  you  say  Mr*  Chambers  ? 
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MR.  CHAMBERS:  I  think  that  probably  is  the  best 

way  to  work  it  out  but  this  Order  directs  Mr.  Mercer  to  do 
such  a  thing, 

THE  CHArRMAH:  That  was  the  application  that  was  made 

to  me,  Mr.  Chambers,  and  I  wrote  my  decision  in  the  terms 
of  the  application. 

MR.  STEER:  Probably  that  was  the  only  way  in  which 

the  application  could  have  been  made. 

THE  CHAIR^/[M:  Yes.  If  you  can  reach  any  solution 

such  as  that  which  is  suggested  it  is  suitable  to  the  Board. 

MR.  CHAMBERS:  I  am  quits  satisfied  that  we  can  work 

it  out. 

MR.  FENERTY:  There  were  previous  statements  that  were 

prepared  and  we  want  an  opportunity  of  analyzing  those. 

MR.  CHAMBERS:  That  raises  a  different  matter. 

MR.  FENERTY:  Those  were  part  of  the  documents  that 

v\/er  e  to  be  p ro du c ed  . 

MR,  STEER:  Mr,  Hamilton  simply  gave  his  findings 

with  regard  to  one  year  but  I  would  think  if  counsel  wanted 
to  go  further  and  perhaps  cross-examine  on  any  particular 
document  ‘^-f^rred  to  by  Mr.  Hamilton,  surely  he  must  have 
the  right  to  do  that. 

THE  CHAIRMAN:  I  think  that  perhaps  v^ould  be  the 

simplest  w  ay  of  dealing  with  it  and  have  Mr.  Hamilton  do 
with  those  items  that  which  he  has  already  done  with  the 
others  and  if  there  is  any  particular  item  on  which  further 
information  is  required  ,  on  which  a  witness  should  be 
called  end  on  which  a  document  should  be  produced,  it  can 
be  done, 

MR.  CHAMBERS:  This  question  of  Mr.  Hamilton  presenting 

evidence  to  the  Board,  how  is  it  going  to  get  into  the  record? 
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THE  CHAIRMAN:  I  presume  he  will  produce  a  document.- and 

say  ’’Here  it  is  and  here  is  what  I  have  discovered.” 

MR.  CHAJ/IBERS:  But  he  will  have  to  be  put  in  as  a  witness. 

MR.  HAIVIILTON:  If  the  Board  pleases,  it  will  be  recalled 

that  we  indicated  we  had  statements  for  1943  and  I  believe 
Mr.  Fenerty’s  position  was  that  he  wished  to  see  those  and  he 
would  then  determine  whether  he  wanted  to  go  further  back  or 
not.  NOW  to  go  beck  beyond  19  43  will  take  a  greet  deal  of 
time  and  effort,  which  counsel  will  no  doubt  take  into  account. 
MR.  FENERTY:  There  is  a  matter  in  connection  with  this 

application  and  in  the  forthcoming  appeal  that  gives  ms  some 
little  concern.  It  arose  out  of  Mr.  Steer’s  objections  to 
participation  in  the  cross-examination  by  Mr.  Arnold.  It  seems 
to  me  this  is  a  matter  which  might  have  to  be  cleared  up 
before  the  Appellate  Division,  perhaps,  at  the  time  whan  the 
appeal  is  heard,  or  if  it  is  not  done  then  it  might  have  to 
be  cleared  up  in  a  subsequent  matter  by  this  Board  in  the 
first  instance  and  if  that  is  quite  satisfactory  to  ail  con-, 
earned  that  will  be  the  end  of  it.  If  not,  perhaps  by  further 
eppe  el . 

THE  CHAIRT-IAN:  Or  perhaps  by  the  Legislature. 

MR.  FENERTY:  This  is  the  thing  I  had  in  mind.  It  does 

seam  to  me,  and  I  was  impressed  by  the  Argument  of  Mr.  Steer, 
that  if  this  matter  had  been  in  Court  this  cross-examination 
would  be  before  an  officer  of  the  court  and  not  be  here. 

It  does  seem  to  me  vd.  th  this  particular  kind  of  Inquiry  that 
it  should  be  immaterial  who  launches  an  application  if,  as 
a  result  of  the  launching  of  that  application,  cert^sin  docu¬ 
ments  ere  made  aveila.ble  to  any  party  or  to  the  parties  making 

I 

the  application.  It  seams  to  me  that  naoessarily  ell  of  that 
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material  must  be  available  to  everybody  interested  in  the 
inquiry  because  otherwise  we  would,  when  we  come  to  arguing 
the  points  involved,  we  are  going  to  have  counsel  arguing 

• 

about  different  sets  of  facts.  V^e  are  not  going  to  be 
discussing  the  same  thing  at  all.  If  certain  things  and 
documents  are  available  to  one  group  and  not  to  another  by 
reason  of  the  mere  incident  of  who  launches  the  application. 

In  other  words  two  men  are  arguing  about  a  thing  and  one  is 
discussing  the  properties  of  a  cylinder  and  the  other  is 
replying  to  him  end  he  is  discussing  the  properties  of  tubing, 
they  do.  not  get  very  far  in  their  argument  and  the  Court 
might  have  soma  ■  di f fi  cu  ity  in  f i nd  in g  whet h er  they  are  talking 
about^the  same  thing.  That  is  the  situation  we  are  going  to 
be  confronted  with  here  and  I  think  it  is  absolutely  essential 
that  everybody  who  seeks  to  argue  on  this  should  have  access 
to  the  same  material. 

THE  CHAIRMAN:  I  made  no  ruling  to  the  contrary,  Mr, 

Fenarfcy. 

MR.  FENERTY:  I  was  wondering  if  we  are  going  to  come 

to  that  point.  Let  us  say  for  a  moment  for  the  sake  of 

discussion  if  appeal  is  not  successful  and  then  . no, 

it  v411  not  come  up  in  that  particular  one.  I  was  thinking 
o]^  say  our  motion  for  instance.  There  has  been  an  Order 
made  that  we  have  certain  productions,  is  there  going  to  be 
any  objection  to  those  being  available  to  others  than  those’ 
who  made  the  application? 

MR.  STEER:  I  would  not  suggest  it  for  a  mom'ent. 

MR,  FENERTY:  That  is  whst  I  was  concerned  with. 

THE  CHAIRMAN:  Mr.  Steer  merely  made  the  point  that  it 

was  Mr.  McDonald’s  application  and  that  ordinarily  that 
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cross-examination  W'ould  have  taken  place  before  the  Clerk 
of  the  court  and  possibly  other  counsel  would  not  be  present 
and  that  I  should  not  extend  to  other  counsel  the  rights  which 
they  would  not  have  if  the  c  ros  s- ex  an  i  nation  had  taken  place 
before  the  Cleric  of  the  court.  I  di  d  not  agree  to  that  pro¬ 
posal  of  his  at  all, 

HfR.  FMERTY:  I  got  the  impression  that  there  might 

be  s  question  of  confining  it  to  those  who  made  the  application. 
THE  CHATMAN:  Then  I  would  suggest  that  counsel  who 

are  concerned  with  this  natter  should  have  a  d  i  scussion  wi  th 
Mr.  Hamilton  and  make  arrangements  as  to  the  information  and 
the  documents  that  they  wish.  Mr.  Hamilton  raised  the  point, 

Mr.  Fenerty,  that  he  has  certain  figures  for  1943. 
m,  FENERTY:  Yes. 

THE  CHAIR^^AN:  And  you  asked  for  1942  and  1943  but 

indicated  that  you  might  be  satisfied  after  you  had  seen  1943 
to  omit  1942. 

MR.  FENERIY :  Yes  and  you  will  remember  also  that  I 

did  not  limit  myself  entirely  to  those  years. 

THE  GHAIRT/LAN:  I  understand  that. 

MR.  FENERTY:  There  is  also  the  possibility  of  going 

further  back  than  that  but  we  start  with  1943  and  if  we  can 
get  at  the  point  we  are  after  there  is  no  reason  why  we  should 
try  and  go  on  indefinitely.  We  will  try  to  limit  it  as  much 
as  we  can* 

THE  CH  AIM  AN:  All  right,  Mr.  Blanchard. 

MR,  BLANCHARD:  I  will  call  Mr.  Hamilton. 
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ROBERT  i/'vlNSLOv/  HAMILTON,  having  been 
duly  SA/orn,  exanined  by  Mr.  Blanchard,  testified  as  follows:- 

0  Mr.  Hamilton,  you  are  a  Chartered  Accountant? 

A  Yes  si  r. 

0  Residing  in  Edmonton? 

A  Yes  sir. 

.0,  I  believe  you  were  engaged  by  this  Board  to  make  a  study  of 
the  submissions  made  by  the  several  companies  interested  in 
the  matters  before  the  Board  and  also  to  exanine  the  books 
of  the  several  companies  and  to  make  an  examination  of  their 
accounting  submissions  in  particular. 

A  My  firm  was  so  engaged,  Mr.  Blanchard.  Most  of  the  work  has 
been  done  by  myself. 

Q  As  e  result  of  your  examination  of  the  submissions  and  the 
books,  you  have  prepared  an  accounting  submission  for  the 
information  of  this  Board. 

A  The  t  is  so  . 

Q.  That  is  contained,  I  think,  in  two  volumes. 

A  Yes . 

Q  One  of  which  is  a  volume  setting  forth  your  accounting  and 
the  other  comments  and  explanations. 

A  That  is  so  . 

q  Now  then  possibly  you  had  better  begin  by  first  of  ail 

putting  in  the  two  volumes,  Volumes  1  and  2,  of  Mr.  Hamilton’s 
submission . 

MR.  HA]\n ETON'S  SUBMISSIONS 
VOLUMES  1  and  2  are  NOv^  MARKED 
EXHIBIT  124-1  and  2. 

THE  V/ITNSSS:  May  I  suggest  that  a  sppplement  ary  sub¬ 

mission  that  will  be  proffered  in  evidence  this  morning  will 
be  made  part  of  the  seme  Exhibit, 

MR.  BLANCHARD:  Yes  as  we  refer  to  then  they  will  become 
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A 


e  part  of  this  Exhibit.  I  do  not  know  whether  it  would  be 
more  convenient  to  put  them  in  as  one  or  two  exhibits. 

THE  CHAIRMAN:  I  think  we  will  put  them  in  as  one  exhibit. 

They  were  bound  this  way  more  for  convenience  than  anything 
else.  Really  they  are  one  exhibit, 

MR.  HARVIE:  part  1  and  Part  2, 

THE  CHAIRMAN:  Yes. 

MR.  CHAMBERS:  And  the  Supplements  will  be  part  of  the 

# 

same  exhibit , 


MR.  BLANCHARD:  The  Supplements  will  be  put  in  in  their 

propor  place, 

I  think  it  would  be  as  well  if  you  would,  so  as  to  crystallize 
the  work  that  you  have  engaged  in,  if  you  read  your  letter 
of  transmittal  that  is  found  in  Volume  1  of  Exhibit  124. 

Our  submission  comprises  two  volumes,  Volume  1  containing  the 
accounting  submissions  and  charts  and  Volume  2  containing 
explanatory  matters  in  connection  therewith.  Our  letter  of 
transmittal  is  to  be  found  at  the  front  of  Volume  1  and  reads 
as  follows.  It  is  addressed  to  The  Natural  Gas  Utilities 
Board. 

Gentlemen : 


We  have  been  instructed  to  appear  before 
the  Natural  Gas  Utilities  Board  in  the  enquiry 
presently  to  be  held  concerning  the  financial  and 
other  arrangements  to  be  concluded  regarding  the 
general  scheme  for  gathering,  processing  and  trans- 

f 

mission  of  natural  gas  in  Turner  Valley. 

In  that  connoction  we  have  conducted  a 
partial  exanination  of  the  books  of  the  Madison 
Natural  Gas  Co*  Ltd.,  and  the  Royelite  Oil  Co.  Ltd., 
and  are  arranging  for  a  similar  examination  of  the 
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’’boohs  of  British  American  Gas  Utilities  Ltd.  and 
British  American  Oil  Co.  Ltd.  In  add  i  ti  on,  we  have 
reviewed  the  accounting  submissions  of  the  various 
parties  of  the  enquiry. 

,  Our  submission  arising  therefrom,  is 

presented  herewith  in  tvvo  volumes.  Volume  1  contains 
some  sixty-four  accounting  exhibits,  and  Volume  II  con¬ 
tains  explanation  and  comments  in  regard  thereto. 

VVe  have  had  an  opportunity  of  collating 
financial  and  statistical  data  from  various  sources,  and 
we  have,  therefore,  conceived  it  our  responsibility  to 
present  to  the  Board  some  indication  of  the  financial 
significance  of  certain  of  the  problems  to  be  resofved. 
With  that  in  mind  we  have  made  certain  assumptions  where 
necessary  to  the  completion  of  computations.  In  so 
doing,  hew  ever,  we  should  like  to  emphasize  that  our 
purpose  v^as  not  to  indicate  to  the  Board  the  particular 
solutions  it  might  be  felt  it  should  adopt,  but  rather 
to  afford  an  overall  financial  picture  to  which  the 
various  phases  of  the  enquiry  might  be  related.” 

In  other  words,  sir,  we  felt  that  the 
Board  should  not  ha  forced  to  deal  with  various  principles 
and  problems  in  the  vacuum  and  we  therefore  attempted  to  lay 
before  it  an  overall  picture  which  might  be  defective  in 
part  but  nevertheless  would  form  some  basis  for  general  dis¬ 
cussion.  I  might  also  point  out  at  this  juncture  that  a  geod 
deal  of  the  factual  and  statistical  material  on  which  our 
submission  has  been  made  were  prepared  as  long  ago  as  12 
months  and  consequently,  in  a  great  many  respects,  variations 
will  have  developed  by  reason  of  the  evidence  which  has  been 
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adduced  before  this  Board,  That  applies  with  particular 
force  to  the  matter  of  th'j  Madison  rate  base  which  perhaps 
will  be  the  first  matter  to  be  dealt  with, 

0,  Yes.  Now  we  will  deal  first  than  y^ith  the  Madison  rate 

base  and  I  think  you  start  that  with  the  submission  of  Mr. 

Hill,  as  amended  by  Exhibit  lEO.  I  think  it  is  Exhibit  ISO. 

A  That  is  so,  sir. 

A  statement  made  a  fev\/  days  ago. 

A  Before  dealing  with  the  topic  of  rate  bases  it  might,  pe  rhaps 
be  well  to  reed  the  opehing  pages  of  Volume  2  which  set  out 
in  general  form  the  scope  of  our  over-ell  presentation,  so  that 
counsel  might  be  aware  of  what  is  to  follow.  i  am  reeding 
new  from  the  first  page  of  volume  2. 

’’This  report,  comprising  Volume  II  of  our  submission, 
is  intended  as  explanatory  comment  respecting  material 
submitted  in  the  form  of  accounting  statements  and 
charts  in  the  accompanying  Volume  I. 

The  various  matters  subject  to  our  review  are  dealt 
with  in  the  following  topical  order:” 
and  there  are  10  .sections.  The  first  section  deals  with 
Utility  Company  R^'te  Bases,  commencing  at  page  2  of  this 
Volume  II  and  to  it  are  related  statements  in  Volume  I, 
consecutively  numbered  1  to  19.  All  our  st  at e me-nt s  ,  I 
might  montion  parenthetically  ere  prefaced  WH  to  indicate, 
that  they  are  made  by  our  firm  and  to  distinguish  them 
from  statements  on  similcir  subjects  that  were  prepared  by 
other  parties.  The  second  section  deals  with  Company  Vvorking 
capital  Allowances,  commencing  at  page  11  end  with  it  are 
associated  statements  VCB  20-24,  Section  3  deals  with 
Utility  company  Rates  of  Return,  commencing  at  page  18  with 


J  L 


Robert  W.  Hr.milton, 

^xrm.  by  Mr.  Bi'^nchrcrd. 

-  3607  - 

stetements  25  to  36  associated.  Section  4  deals  with 
volumes  of  Gas  to  be  Gathered  and  Processed  and  the 
Determination  of  Rateable  Volume  for  each  purpose.  Section  5 
deals  with  Fuel  Gas.  Section  6,  my  comments  with  respect 
to  Depreciation;  section  7,  an  examination  end  comparison  of 
Madison  Operating  Costs  prepared  on  several  bases.  Section  8, 

8  similar  statement  with  respect  to  British  American  costs. 
Section  9,  some  material  with  respect  to  Operating  costs  and 
Results  of  Gas  Well  production  and  section  10  is  the  resulting 
Average  Unit  costs  of  scrubbed  Gas, 

'In  the  case  of  topics  concerning  the 
utility  companies  we  have  dealt  in  each  case,  first  with  the 
Madison  Natural  Gas  Go,  Ltd.,  and  then  in  turn  with  the 
British  jimerican  Gas  Utilities  Limited,  In  most  cases  questions 
of  principle  are  discussed  primarily  on  the  basis  of  the  Mad¬ 
ison  Company’s  circumstances,  and  matters  so  developed  apply 
inf erentie  lly  to  the  British  American  company. 

We  understand  no  submission  has  been 
offered  by  Gas  &  Oil  Refineries  Ltd,  with  respect  to  gathering 
lines  operated  by  it,  or  other  matters;  cons  equent  ly  we  have 
not  dealt  with  it  on  a  utility  footing  and  reference  herein 
to  its  operations  is  confined  to  the  effect  of  residue  gas 
to  be  delivered  by  it  to  Madison,'’ 

With  regard  now  to  the  particular  matter 
of  utility  Com^pany  Rate  Bases. 

’’For  the  sake  of  discussion  and  in  Qon- 
fonnity  with  the  companies’  respective  submissions,  we  have 
assumed  the  dates  of  December  3  1,  1943  in  the  case  of  Madison 
and  December  31,  1944  in  the  case  of  British  American,  as  the 
focal  dates  for  rate  base  determination,” 


we  novi/  proceed  to  discuss  the  various 
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statements  prepared  by  us  in  connection  with  the  Madison 
company’s  rate  base.  In  order  to  save  time  I  might  suggest 
that  we  turn  directly  now  to  the  statements  because  some 
of  the  exp;].anat ory  comments  contained  in  Volume  II  relate 
to  material  which  is  nav  somevvhat  obsolete,  having  been 
varied  by  fresh  material.  I  v^/ould  direct  your  attention 
than  to  Volume  i  containing  statement  Vi/H  1,  which  is  a 
presentation  of  certain  alternative  rste  base  determinations,. 
Those  figures  in  particular  are  varied  and  consequently  I 
will  ask  you  to  turn  from  that  now  to  statement  'i/vH  2,  which 
next  follows.  We  will  advert  in  time  to  WH  1. 

This  statement  vvH  2  to  which  I  now  refer 
is  a  summary  of  appraised  values  based  on  reproduction  costs 
new,  less  observed  depreciation  as  originally  it  came  to  us 
in  the  first  Hill  appraisal.  The  sub-total  in  the  centre  of 
the  page  represents  the  gross  and  net  valuation  that  was 
adopted  by  the  Madison  company  accountants  in  determining  the 
depreciation  and  rate  of  return  effective  for  their  accounting 
sutmissions  contained  in  M-9  of  which  I  forget  the  Exhibit 
number.  It  was  their  primary  presentation  of  accounting  costs. 
MR.  CHAMBERS:  I  think  it  is  Exhibit  79. 

MR.  M0RRr.S0N:  Exhibit  79. 

A  Thank  you.  The  remainder  of  this  statement  merely  ties 
together  that  figure  or  those  figures  used  by  the  Madison 

j 

accountants  for  the  figures  contained  in  the  Summary  in 
the  first  edition  of  the  Hill  appraisal.  I  have  prepared, 
over  the  weekend,  a  supplement  to  V\/H  2,  to  bring  it  up  to 
date  in  the  light  of  information  whidi  has  since  been 
brought  before  the  Board.  I  propose  now  to  deal  with 
statement  WH  Sa  which  might  be  fitted  into  the  volume  at 
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the  appropriate  place.  You  will  observe  that  the  opening 
figure  on  2a  represents  the  sub- totals  on  wH  2,  which 
again  were  figures  taken  by  the  Madison  accountants  as  the 
starting  point  of  their  effective  rate  base  for  their  costs 
calculations.  To  that  has  been  added  certain  increases 
indicated  by  Mr,  Hill  in  Exhibit  60,  the  gross  valuation 
being  $54,353  and  the  net  $46,336.  I  might  mention  that 
this  year  these  amounts  are  excluding  the  reduction  in 
respect  of  the  Girbotol  advance  royalty  for  the  reason  that 
our  rate  base  calculations  and  also  those  of  Madison  exclude 
the  Girbotol  advance  royalty  which  it  was  proposed  should  be 
dealt  with  on  a  separate  footing  entirely.  Thai  there  has 
been  a  deduction  of  an  amount  of  $83,981  from  the  net  val¬ 
uation  with  no  change  in  the  gross  in  respect  to  the  adjust¬ 
ments  suggested  in  Exhibit  12  0,  filed  in  the  evidence  of 
Mr.  Stevens- Guille  the  other  day. 


(go  to  page  3610 ) 
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0,  Exhibit  120? 

A  Exhibit  120,  yes.  That  reduces  the  net  rate  base  on  repro¬ 
duction  nev'i  less  observed  depreciation  to  J2 , 032 ,440.00  and 
I  haveappended  at  the  bottom  of  my  statement  a  reconciliation 
of  that  figure  \vith  the  final  figures  obtained  from  Mr.  Stevens- 
Guille’s  exhibit  120,  more  for  the  purposes  of  reconciliation 
than  anything  else. 

You  will  observe,  of  course,  that  the 
difference  is  made  up  of  the  exclusion  of  going  value,  working 
capital  and  the  Girbotol  advance  royalties.  That  represents 
the  first  type  of  rate  base  determination  which  heg  been 
suggested  and  as  I  take  it,  the  principle  now  suggested  by  the 
M&di  son  Company. 

If  we  turn  now  to  Statement  W-f-3,...., 

Q.  Mr.  CH/'.1'T3SRS :  I  wonder  if  I  might  interject,  Mr. 

Hamilton,  would  you  mind  just  for  the  purposes  of  the  record 
explainin-  that  difference  of  tv4  7.00? 

A  I  think  the  difference  represents  the  difference  betwieen  a 

straight  end  something  slightly  different  from  that  which 
Mr.  Hill  used  in  adding  on  what  he  thought  was  9  cents,  I 
have  not  checked  that  but  I  eresume  that  to  be  it.  I  thought 
when  we  got  that  it  was  close  enough. 

Statement  represents  a  rate 

base  determination  on  an  entirely  different  approach,  it 
represents  a  summary  of  historical  costs  as  they  appear  on 
the  books  of  the  Royalite  Oil  Company  less  the  related  reserves 
contained  in  those  books  as  of  December  31st,  1943.  We  have 
there  total  historical  costs  of  one  million,  nine  hundred  and 
thirty-one  thousand,  approximately,  with  a  depreciation  of 
one  million,  one  hundred  and  fo-rty-one  thousand  dollars  approx- 
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imstely,  giving  e  net  book  value  of  soproxims tely  seven  hundred 
and  ninety  thousand  dollars. 

I  will  have  e  comment  or  two  with 
respect  to  the  contents  of  the  historicel  cost  in  a  moment. 
jVIR.BLi\NCHARD;  I  think  we  had  better,  Sir,  have  a 

reference  to  this  sheet  2-A  which  should  be  inserted  with 
Statement  2  in  the  exhibit,  and  as  long  as  it  is  understood 
that  Statement  2-il  now  becomes  part  of  the  exhibit,  that 
perhaps  will  be  sufficient. 

THE  CF/ilRIVIAM:  Yes.  There  will  be  others  of  a 

like-  nature? 

MR.HARVIE;  How  about  2-*B,  any  comment  on  that? 

TH5  CFAIRieAN;  I  suppose  we  come  back  to  that.  ,Wq 

come  back  to  that  in  its  proper  place,  I  suppose. 

'VTTilEBS :  I  have  forgotten  what  2~B  is  for  the 

moment . 

Q,  MR.BL/NCFi^RD :  2--B  is  in  relation  to  the  Seaboard 

scrubbing  plant? 

A  Oh  yes,  I  am  sorry,  I  should  havu  dealt  with  that,  that  should 
be  dealt  with  at  the  same  point.  I  wonder,  Mr.  Blanchard,  if 
you  could  hand  :iie  a  set  of  the  Supplementels .  They  are  in  the 
folder  there  on  my  desk. 

(Documents  hand 3 d  to  witness). 

We  have  dealt  then  with  2-ii.  I  would  like  to  suspend  dealing 
with  2-B  for  the  moment  end  come  back  to  it  at  e  later  point. 

St<  temont  as  I  have  mentioned, 

is  summary  of  the  historicel  cost  end  related  reserves 
a  s  appearing  on  the  books  of  the  pr rent  company. 


I  hav^  this  to  say  about  it  in  Volume 
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2.  Statement  v-p-2  is  based  on  capitali2ed  historical  cost 
less  recorded  depreciation.  In  this  connection  we  made  a 
substantial  test  of  the  plant  records  of  the  Royalite  Oil 
Company  Limited,  which  have  been  maintained  in  sufficient  datail 
to  enable  us,  by  comparison  of  the  cost  records  with  the 
anpriasal  report  above  mentioned,  to  satisfy  ourselves  that 
with  minor  exceptions,  the  total  historical  cost  value  and 
the  total  appraised  value,  less  exclusions,  relate  to  the  same 
assets.  A  number  of  minor  differences  in  this  connection 
have  been  brought  to  the  attention  of  the  officials  of  the 
Company.  In  certain  oases  adjustments  have  been  made  in  the 
books  of  the  Royaiitt  Oil  Qompainy  Limited  while  in  other  cases 
items  are  to  be  referred  to  Messrs.  Ford,  Bacon  &  Davis  for 
a-djustment  in  the  appraisal  report  if  deemed  appropriate. 

And  I  take  it  that  was  the  basis  of 
the  additions  suggested  by  Mr.  Fill  contained  in  -ti^xhibit  60* 

A  comparison  of  appraisal  and  capital¬ 
ized  historical  gross  valuations,  reduced  to  a  basis  of  equiva¬ 
lent  assets,  is  presented  in  Statement  W-h-8,  from  which  it 
will  be  observed  that  the  gross  appraisal  value  exceeds 
gross  capitalized  historical  cost  by  three  hundred  end  eighty-  ^ 
two  thousand,  seven  hundred  dollars  roughly,  which  will  now 
read  rpproximr tsly  four  hundred  and  two  thousand  dollars. 

•7e  might  now  have  e  look  at  ^W-f-8# 

The  purpose  'n  preparing  t^'is  statement,  Sir,  was  to  determine 
so  far  as  possible  the  reasons  for  the  rather  substantial 
discrepancy  that  appeared  to  exist  between  the  total 
appraised  value  according  to  Mr.  Hill’s  report,  of  three  million 
dollars,  and  the  capitalized  book  costs  of  one  million,  nine 
hundred  and  thirty  thousand  dollars,  and  you  will  observe  by 


♦ao^Xia*?:  \Vf  Itc 


-“aKifi 


^eoo  rii5  el  ^afi^iuslgXa  ’  <.- 

d  siit^aj  ifK  r!t^lTo^0fiQo  cite?  iiX“‘**'#i|tjt^3:ioetii.vi:*  bQt^xoo&z  rxoX 

. '  . '  ^  *  *  *  * 

XiO  srviXft’joj!  sri?  t>‘f.  >v* 


iXin-6a  ttl  65»aieN?Qix;.i  raoai.oO 

/f?l!r¥  ej^ooiiT  taipo  yefv  lo  Vo^iHc'^ffidb  V'^  ,atJ  itXtfafi'f^  ci' 

'"Cr^  ■»■  •^■/'*  *  .  * 

Sf  -  .  ;•' 

^drTt  i5&v?ofrxuo  vlQfli^Ve  of  dre-i? 

■'  5 

•  ^  lae  jn'.''3iT  i><r-9o  Xerdt’s  '^i 


:*^<l:y^  j-ffiJ  i»)r>  .'’xoi  B^?  r  X'sJo^. 


1|V 


nol^Lijraituf^  xl  11  ti/  c;uGj:x:‘'r t  •:iy.!i*>jpyi0  t  cf^*i?n-  “A .-  ‘  '; 

'  '  ■T^ 

it*  wl-ilcijto  XO  >1 1  cut  tXi^OX^'rC  uv?;l 

c;f  j  ^  /^>0',ni^jJxP5  aXjji'  ^va  nnoO 

■  ^  D  V  * 

nX  ^Xi/Iw  Xlp prfl  1o' ^icad 

r&J  £?vda  1X00  5^  V-iyx.ri  . dt  &*>:c»tS*T >4  id  ot 

->f 

•  tstfs  ^  tJOT^'i  I;  3£nf'^&  'li  is?iiGt3c;*i  nl  vHaailai.'tB't 

-S  * 

^<i.  ^Is7)d  dlf  a  &t  jrift’i  £  .‘ioji  ‘  ‘,  .  's- 


m* 


.  »w  JiriMtA  a,  fcinjaoo  i'Jtr?  .-^ii 't9  a.iorjI&6»  <7rfJ 

;v  •  '  ’  \-‘vy\ 

■  '■  .  .i-  '  ;:!•  -.“  ■(  •■ 

^;^ti3  'ip  fiP9?xa>jcftoo  A  .  ,■  *?>  - 

*•  ---t  ,^i  *,,  .  , 

'  >  '  ■  .  ^  ■  -  '  “  I  ,^.  •  •  f.  , 

Id  eta«cr  e’ o?  l»s^p|>ei  , afep^jt  Xsol^oioM  te^ai 
.  ’  IX.  ripAffw  iDQT^r  rii  ,  atecuA  •/a^i 


e*;Xi?v  Xeala^/^/ra  sttiox'^  srf'l  J'idd'l  ‘•^7'*i:5ftdo  ed  iilv 


‘^1 


f  ^3Ti'di»a  ij»rx.lf  1,^500  iuplYPlnlXiJijttJ'aiXs^iqdu 

■  ■.  ■' 

*-  t  Wu.'i  Jli.a»  :<oI^vt  ,^^irfs:;oT  . 45*^e'R  ♦fii^X'iac  odi  dui 

■ ».  -  ■  •  '  >7*  jfil  *  ^ 

*.'  Ttxot  v,iedt‘^«'ixVx^g^ 

',  ^  '  J  '*  *  *  Ll  *' 

iuuqi’  -2  itr'.’i  iwoa.  ’’cA  £-  ■  ■' ;‘'!2*  ^ *' 

Hi.  ■*■  .  •  .'‘-j  •.•^'*"  '  .  •.  ■•'. 

<»riX2'’7e}^6  p?- ♦xXc^  ft’  secij^trjt;  fiiTT 


X hX  e  >d€  7^'^tj^T 


1 '.  j 


d0 


>4  .300^^©^  as  ra.!  ? 

_  ;  ,.  :.;,  ‘ Jyil-^  .  ;'.,•,  ...  '  >%;  ;,.  \ 

...  XA  V  .  ..hl";'.  .  ‘  ^:.-. 


ftpXiZA^-  H'Xd4  >0  a’  i'S  i:?  jij  |^jt:4J*rQ!><f^, 

• 'X  ;  -.A.  •_/  -  -.  X\  ''•  ,^.  ..  . '■  • 

t*i:rla  i^ftQjUiliw  ^ao'^o  r-Jti^f96  pap  ,e'i»XIriJb 


.  V  T’t 


v:  *C4' 


'.ij 

‘  'tWi- 

.\  J. 


C-2-4 


Robert  W.  Hsmilton, 

t)ir«  "Sxem.  by  Mr.  BL&ncberd. 

-  2613  - 


A 

Q 

A 


Statement  8,  that  approximately  seven  hundred  and  fifty  thousand 
dollars  of  that  difference  can  be  specifically  accounted  for 
and  represented  by  items  which  are  included  in  the  appraisal 
but  which, we  are  satisfied,  are  not  in  the  books.  For  example, 
there  is  the  ’’Gas  Sales  Contract”,  which  has  now  been  superseded 
by  the  going  value  in  a  slightly  different  amount.  ’’Working 
Capital”,  ’’Transportation  Charges”,  ’’Construction  T^quipment 
Charges”,  which  were  not  capitalized  on  the  books.  ’’Overhead 
Costs”,  that  is  the  9^.  The  ’’North  Return  Fuel  Lines”  which 
has  since  been  deleted.  The  ’’Cirbotol  Advance  Ryalty  ”,  which 
is  likewise  dealt  with  otherwise.  The  ’’Initial  Charging  of 
Girbotol  with  Glycol  -nd  N.F.A.”  The  chemical  not  being  set 
up  PS  oapitrl  assets,  and  minor  sundry  adjustments  of  nine 
hundred  dollars.  That  reduces  the  original  Hill  figure  of 
three  million  to  two  million  three  hundred  thousand  approxi¬ 
mately,  to  which  thcii'c  has  to  be  added  an  adjustment  in  respect 
of  a,ssets  which  were  apparently  omitted  from  the  appraisal,  - 
the  figure  appearing  in  the  statement  is  thirty-four  thousand 
odd,  which  should  now  read  fifty-four  thousand,  three  hundred 
and  fifty-three. 

Those  were  taken  care  of  in  Exhibit  6’? 

That  is  correct. 

THE  CFAIRIvIAN:  Give  me  that  amount  again? 

Now  fifty-four  thousand,  three  hundred  and  fifty-three. 

The  thirty-four  thousand  figure  represented  the  cost,  according 
to  t he books ,  of  the  items  which  were  deleted  or  omitted 
whereas  the  fifty-four  thousand  is  the  appraisal  basis  for 
the  same  assets,  so  we  now  wind  up  with  a  figure  of  four  hundred 
thousand  dollars,  which  is  the  difference  in  the  total  of  the 
gross  valuation  which  has  not  been  accounted  for,  the  most 
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natural  explanation  being  one  of  a  price  difference  between 
the  time  of  construction  and  the  time  of  valuation,  that  and  other 
discrcprncics  there  might  be  in  the  times  and  so  forth.  So 
much 'for  that. 

Q,  -  R.  BLi\KCHi^RD:  i^^nd  that  is  the  difference  between 

the  historical  cost  and  the  reproduction  new? 

k  It  is  that  portion  of  the  difference  which  we  could  not  speo^* 
ifically  put  our  finger  upon. 

Q,  V/ell  that  is  essentially  the  difference,  I  mean  your  historical, 
the  appraisal  applies  to  the  seme  assets  as  the  historical 
cos t  ? 

A  Yes,  but  the  appraisal  valuation  of  three  million  dollars  is 

approximately  a  million  and  one  in  excess  of  costs,  but  we  know 
what  seven  hundred  thousand  of  it  is  end  four  hundred  thousand 
must  be  price  and  other  considerations  which  we  cannot  speci¬ 
fically  put  our  fingers  upon. 

0,  Yes? 

Jk  Returning  now  to  Page  3,  and  continuing  with  respect  to  general 
considerations  concerning  the  historic©  1  cost  approach: 

Mso  in  this  connection  we  present 
in  Statement  9  a  tabluation  of  capital  expenditures  by  years 
in  comparison  with  the  price  index  for  Producer  equipment  as 
reported  in  the  Canada  Year  Book. 

We  now  turn  to  Statement  9,  and  we 
find  a  total  historical  cost  of  a  million,  nine  hundred  thousand 
dollars,  broken  down  by  years,  by  the  year  of  acquisition  or 
construction  and  contained  in  the  first  column,  -  and  we  have 
a  summary  below,  which  shows  that  of  the  million,  nine  hundred 
thousand  approximately,  one  million  three  hundred  thousand  was 
constructed  or  sccuired  prior  to  the  war  approximately,  and 
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six  hundred  thousand  acquired  or  constructed  since  the  outbreak 
of  war  roughly,  end  the  percentage  is  sixty-eight  per  cent,  and 
thirty-one  per  cent  respectively. 

It  is  to  be  borne  in  mind,  of  course, 
that  the  earlier  years’  additions  a]  e  of  less  present  woight 
due  to  the  fact  that  depreciation  would  bear  more  heavily  on 
earlier  years  and  consequently  in  order  to  bring  the  annual 
year’s  additions  into  proper  focus  we  have  prepared  a  second 
column  whic’"  breaks  down  the  net  depreciated  value  as  of 
December  21st,  1S42,  per  W-H“4,  likewise  by  year’s  additions, 
and  '.vs  find  that  the  percentages  change  to  approximately  sixty 
per  cent  of  pre-war  construction  as  compered  with  forty  per 
cent  of  war  time  construction. 

It  will  be  observed :  That  68.62^ 
of  expenditures  were  incurred  prior  to  the  war  as  compared 
with  2il,ZQfj  of  war  time  expenditure.  '^^his  relationship, 
however,  is  to  be  modified  by  the  realization  that  earlier 
expenditures  are  subject  to  greeter  depreciation  and,  there¬ 
fore,  have  correspondingly  less  weight. 

That  six  hundred  and  sixty-three 
thousand  approximately,  or  47^7^  of  depreciated  value  relates 
to  expenditures  in  years  when  this  particular  price  index 
stood  at  100  or  higher  as  compared  wtlth  the  seven  hundred 
and  forty  thousand  approximately,  or  62^,  when  the  index 
VJ8S  below  the  100. 

;In  other  words,  if  we  could  assume, 
if  we  can  assume  that  the.  y^ar  1926  or  again  the  year  1940 
represented  normal  price  levels,  then  approximately  half  the 
expenditure  was  paid  in  periods  when  the  price  level  was  below 
normal  and  practically  half  incurred  when  it  was  higher.  The 
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oarticular  price  index  which  was  taken  was  that  for  Producer 
equipment  from  the  Canada  Year  Book,  and  there  are  several 
othe^'-s  which  mi^ht  have  been  su^e^sted,  but  I  do  not  think  it 
changes  the  picture  materially. 

You  will  notice  that  there  is  no 
index  set  against  1943  or  1942,  that  is  because  at  the  time 
this  was  prepared  the  index  had  not  been  brought  up  beyond 
1941,  and  I  assumed  that  the  erice  level  in  1942  and  1943 
was  at  least  as  high  as  it  was  in  1941. 

Therefore  it  will  be  observed  that 
approximately  one-quarter,  on  depreciated  value  basis,  of 
expenditures  relate  to  costs  incurred  by  Royalito  in  1943, 
and  in  1944  but  related  back  to  1943  for  transfer  purposes, 
when  Gos^s  were  abnormally  high. 

I  might  say  there  by  way  of  explan¬ 
ation,  th’^'t  in  some  cases  Mr.  Fill,  you  will  recall,  valued  on 
the  basis  of  complete  construction,  whereas  construction  was 
not  complete  end  it  was  the  responsibility  of  the  Royalite 
Oil  Comprny  to  complete  construction  in  1944,  and  he  valued 
it  as  if  construction  had  actually  been  ma^de  and  completed. 

Q  Mr.  Hamilton,  in  your  column  of  ^’Ket  Depreciated  Value"  on 

Statement  #9,  which  you  have  already  referred  to,  that  parti¬ 
cular  depreciation  was  taken  on  a  throughput  basis,  aoeruod 
depreciation,  I  think? 

A  Yes . 

Q  Yhst  particular  depreciation? 

A  Yes.- 

0,  We  have  been  dealing,  however,  with  the  historical  cost  less 

book  depreciation? 

A  That  is  right. 
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Q,  So  we  have  gone  on  really  a  step  further  in  dealing,  in 

referring  to  Statement  9  in  that  it  deals  with  historical 
cost  less  the  aocrued  economic  depreciation  on  e  throughput 
basis  * 

Yes.  The  only  purpose  in  providing  this  second  column  was  to 
give  effect  to  depreci-tion  to  some  extent  at  leest,  to  bring 

4 

the  earlier  years  into  proper  focus. 

Q,  These  figures  as  to  the  annuel  amounts  expended  in  construction 
are  taken  primarily  by  you  from  thobooks  of  the  Company? 

A  Correct. 

Q,  And  the  ultimate  result,  that  is  on  the  depreciated  value 

arrived  alt  in  the  way  wc  have  mentioned,  is  that  69*93^^  of 
the  construction  is  done  prior  to  1940,  prior  to  the  war,  and 
40.07^  is  construction  which  is  at  the  higher  price  levels, 
that  is  since  the  war,  sinc-  the  beginning  of  the  war,  approx¬ 
imate-  ly? 

A  Yes,  and  if  you  will  bear  in  mind  that  even  in  periods  prior 
to  the  war  these  particular  price  indexes  stood  over  one 
bun:  red  it  increases  the  proportion  that  was  incurred  at 
higher  than  normal  price  levels,  j_f  you  accept  that  1926 
and  1940  were  normal  years. 

Q,  All  right,  I  interrupted  you  there. 

A  We  have  excluded  there  the  historical  cost  end  T  am  now 
reading  again  from  Page  4. 

We  have  excluded  from  the  historical 
cost  total  an  amount  of  $69,957.50,  representing  the  approxi¬ 
mate  cost  of  installation  ohrges  in  respect  to  gas  gathering 
and  other  fixed  assets  removed  in  whole  or  in  part.  It  is 
our  view  that  these  costs  ought  properly  to  be  excluded  for 
the  reason  that  they  do  not  qualify  as  "used  and  useful" 
at  the  time  of  coming  under  regulation. 
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0,  How  is  that  dealt  with  by  Mr.  Hill  ? 

A  They  would  not  be  dealt  with  by  Mr.  Hill  for  the  reason  that 
the  lines  did  not  exist  at  the  time  he  made  his  valuation, 

0,  Exactly  so,  it  is  not  something  that  was  put  into  Mr.  Hill’s 
valuation  that  you  are  not  allowing. 

A  I  did  not  get  that, 

Q,  It  is  not  some  asset  that  was  put  in  Mr.  Hill’s  appraisal  that 
you  say  should  not  be  allowed.  It  was  omitted  by  Mr.  Hill  ? 

A  I  can  answer  yes  or  no.  It  was  not  in  Mr.  Hill’s  valuation. 

I  think  the  purpose  of  the  Company  in  carrying  those  assets  was 
by  reason  of  some  arrangement  the  Company  had  with  the  Income 
Tax  officials  when  the  line  was  removed,  that  is  the  taxable 
cost  of  the  material  has  been  deleted  from  the  account  rond  trans¬ 
ferred  to  the  new  account  and  what  has  bean  called  the  intan- 

< 

gible  such  as  installation  costs,  representing  labour  and  ex¬ 
pense  and  in  some  cases  sundry  materials  has  been  left  in  the 
old  account  and  has  been  carried  on  as  if  they  were  something 
of  value  which  in  effect  do  not  exist  an'’  it  is  a  matter  of 
arrangement  between  the  Company  and  the  Income  Tax  officers  as 
far  as  I  understand  and  our  position  was  that  the  investment 
did  not  exist  and  the  lines  did  not  exist  and  we  have  removed 
them  for  that  reason.  Purely  as  a  matter  of  reconciliation. 

We  also  suTimit  a  statement  ¥,H.  10,  reconciliation  of  the  histor¬ 
ical  costs,  which  we  used  with  that  as  it  appears  in  the  Royal- 
ite  plant  lodgers  at  the  time  of  reconciliation.  I  do  not  think 
it  has  any  particular  significance  but  it  might  have  to  account¬ 
ants  now  or  later  in  trying  to  tie  the  figures  up. 

In  the  summary,!  am  referring  now  back  to 
statement  W.H.  3  which  governs  what  we  have  bean  dealing  with 

t 

in  the  last  few  minutes  and  reading  from  page  4:- 
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”ThG  total  capitalizod  historical  cost  amounts  to  approxi¬ 
mately  $1,931,000.00  and  tho  doprociated  book  value  to 
approximately  $790, 000.00, ref looting  the  depreciation 
sustained  on  the  books  of  the  company  at  approximately 
$1, 141, 000.00 'representing  approximately  59.1^. 

It  is  to  be  noted  that  the  historical  costs 
dealt  with  herein  does  not  give  full  recognition  to  con¬ 
struction  overhead,  to  which  reference  will  bo  made  later 
in  this  report." 

Statement  ¥,H.  3  is  based  upon  the  capital¬ 
ized  historical  costs  in  the  books  of  tho  company  and  if  e:5tpendtture 
is  not  m.;do  will  not  be  in  the  figure  of  $1,9  00,  OOOodd.  If  we 
might  now  turn  to  statement  H.  4.  ¥q  have  another  rate  base 
determination  suggested  in  which  the  gross  valuation  is  that  of 
historical  costs  as  it  was  in  tho  case  next  preceding,  the 
change  being  solely  with  regard  to  the  application  of  tho  de¬ 
preciation.  The  depreciation  applied  in  the  next  preceding 
demonstration  was  that  appearing  in  the  books  of  the  company 
which  incidentally  arose  from  annual  provision  of  lOfo  on  all 
classes  of  assets,  I  bolieve  except  transportation  oq^uipment 
which  were  charged  at  33  l/3^  and  naturally  result  in  a  very 
low  book  value. 

¥q  have  now  in  the  statement  ¥.H.  4  taken 
the  sq^me  gross  valuations  and  endeavoured  to  roduco  them  to  a 
net  book  value  by  the  application  of  a  depreciation  formula  or 
group  of  formulas  which  appear  to  us  more  appropriate  than  in 
the  instant  case.  The  procedure  in  this  regard  has  been  as 
follows  and  I  am  speaking  now  of  depreciation.  For  gathering 
lines,  compression  systems  and  scrubbing  plants,  depreciation 
has  boon  applied  on  a  unit  throughput  formula,  the  factor  for 
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the  depreciation  applicable  to  each  yearns  capital  expenditure 
being  as  follows;  throughput  from  mid-year  of  construction  to 
December  31st,  1943,  divided  by  a  nominator  %f  the  estimated 
reserve  of  the  mid-year  of  construction  for  gathering  lines 
and  compression  system  throughput  and  reserves  were  calculated 
on  a  wet  gas  gathered  basis  and  in  the  case  of  the  scrubbing 
plant,  throughput  and  reserve  are  on  a  scrubbing  throughput 
basis. 

In  this,  connection  we  have  adopted  the  following 
reserves  as  at  January  1,  1944; 

We  had  to  assume  some  figure  at  this  stage 

in  our  calculations  and  these  are  the  assumptions  we  made.  As 

to  wet  gas  to  be  gathered  as  from  January  1st,  1944,  a  reserve 

of  304  biHion  800  thousand! s  to  dry  gas  to  be  scrubbed  as  from 

cubic  feet. 

that  date  366  billion  700  thousand  /  Depreciation  tables  of  wot 
gas  gathered  and  scrubbed  gas  throughput  are  presented  in 
stat aments ¥.H,  11  ani  ¥.H.  12. 

I  think  it  might  bo  useful  at  this  point  to 
offer  a  few  observations  to  explain  - 
0,  MR..  STEER:  Mr.  Hamilton,  those  figures  I  think  you 

said  304, billion  800  thousand  ? 

A  304,800,000,000,  thank  you  and  336,700,000,000.  These  two 

tables  11  and  12  are  identical  in  form.  The  only  difference 
being  that  11  deals  with  wet  gas  and  12  with  dry  gas. 

Qi  hlR*  HARVIE:  Mr.  Hamilton,  ^ust  before  you  leave  those 

two  figures  referred  to  by  Mr.  Steer,  can  you  give  me  any 
reason  why  the  estimate  is  more  for  dry  gas  to  be  scrubbed 
than  for  wot  gas  to  be  gathered  ? 

A  Yes  sir,  because  the  Madison  scrubbing  plant  will  handle  the 

volume  of  gas  to  bo  delivered  by  the  B.  A.  and  Gros  &  '^il  Products 
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which  it  will  not  itself  get.  I  am  speaking  of  the  Madison 
operation  and  it  is  to  be  oxpeoted  it  will  scrub  more  gas  than 
will  emanate  from  its  own  system. 

Now  perhaps  I  ought  to  explain  the  proced¬ 
ure  which  we  followed  here.  We’have  according  to  W.H.  3  some 
|563, 000.00  as  capitalized  cost  gathering  lines.  Now  these 
lines  were  installed  at  various  times  and  are  of  different  ages 
both  from  a  physical  viewpoint  and  als#  from  the  viewpoint  of 
their  economic  life.  We  have  therefore  broken  down  the 
|563,000.00  total  investment  in  gathering  lines  by  years’ 
additions  and  each  years’  addition  has  been  depreciated  sep¬ 
arately. 

Now  turning  to  W.H. 11,  the  depreciation 
table,  -we  find  on  the  extreme  right  a  list  of  percentages. 

Each  of  these  percentages  is  applicable  to  the  years’  additions 
indicated  by  the  year  as  shown  on  the  extreme  left.  This  per¬ 
centage  in  each  case  represents  the  proportion  of  the  total 
throughput  available  as  from  that  year  that  has  been  handled 
by  December  31st,  1943.  To  be  specific  you  will  observe  that 
gathering  lines  installed  in  1937  are  stated  to  be  by  December 
31st,  1943,  33.7^  depreciated.  That  is  because  the  reserve 
available  will  be  handled  at  June  1937  mid-year  point  was 
459  billion  of  which  by  December  31st,  1943  there  has  been 
actually  processed  155  billion  and  the  proportion  of  one  to  the 
other  is  33.7^  and  the  same  applies  to  the  additions  to  the 
gathering  line  system  and  to  the  compressor  system,  each  of 
which  were  separate  depreciations,  each  years’  additions  cal¬ 
culated  separately. 

Now  then  with  regard  to  the  steam  plant, 
electric  plant  and  water  station.  Depreciation  has  been 
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applied  on  a  thirty  year  straight  line  annual  depreciation 
formula  from  the  mid-year  of  construoticn  for  each  years' 
capital  expenditure.  I  might  say  that  we  departed  from  the 
throughput  formula  suggested  for  the  other  assets  we  have 
been  considering  on  the  advice  of  the  Engineer  appointed  by 

I 

the  Board  in  whose  opinion  this  class  of  asset  we  are  now  con¬ 
sidering  would  hardly  be  likely  to  live  out  the  life  of  the 
field.  At  least  there  would  be  adjustments  and  changes  re¬ 
quired. 

For  field  office  and  general,  fire  truck, 
sundry  fire  equipment,  residential  quarters  and  warehouses. 
Depreciation  has  been  provided  on  a  straight  line  annual  basis 
on  a  life  from  mid-year  of  construction  to  1968. 

For  transportation  equipment.  Depreciation 
has  been  provided  at  reducing  percentages  of  25^,  20^,  20^,  20^ 
and  15^  on  costs  from  the  mid-year  of  acquisition.  No  provision 
has  been  made  in  the  foregoing  calculations  for  any  salvage 
value. 

Referring  back  now  tr  W.H,4,  the  total  de¬ 
preciation  resulting  from  the  foregoing  calculations  amounts  to 
approxinB tely  |528,000.00  or  27.3^  which  reduces  the  capitalized 
historical  cost  to  a  revised  net  value  of  approximately 
$1,403,000.00,  as  compared  with  the  book  figure  of  $1,900,000.00 
of  cost  which  is  of  course  the  Scome  and  a  not  book  value  of 
$790,000.00  approximately. 

Statement  W.H.  5  represents  still  another 
form  of  rate  base  determination  and  consists  in  taking  the  gross 
appraisal  value  suggested  by  Mr.  Hill  and  applying  to  them  in¬ 
stead  of  observed  depreciation  what  you  might  call  accrued 
depreciation  on  the  same  formulas  as  has  just  been  suggested 
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os  applicable  to  costs. 

Specifically  Mr,  Hill’s  valuation  gross  of 
the  gathering  lines  was  |828, 000,00  odd  and  we  hove  depreciated 
that  by  36.24252^  which  is  the  identical  percentage  which  you 
find  on  W.H,  4  against-  that-  some  item.  The  average  percentage 
of  depreciation  so  applied  approxinately  28^-and  reduces  Mr. 
Hill’s  valuation  from  a  gross  of  |2 , 500, 000, 00  to  net  value  of 
$1,800,000,00  and  at  this  point  I  would  like  to  introduce  - 
iviR.  BLANCHARD:  5 -A. 

i  I 

Document  5-A,  which  represents  an  extension  of  these  calcu¬ 
lations  to  take  into  account  the  evidence  -introduced  in  Exhibit 
60  and  again  in  Exhibit  120,  Those  Counsel  who  received  copies 
through  the  mail  will  note  three  typographical  changes  which  I 
will  refer  to  in  reading  down. 

Exhibit  W.H.  5-A  starts  off  with  the  final 
figures  as  appear  in  Statement  W.H.  5  and  then  we  add  Mr,  Hill’s 
gross  adjustment  of  $54,253.00  for  the  items  which  were  omitted 
from  his  appraisal  and  for  sundry  adjustments  which  rather  than 
depreciate  separately  I  have  reduced  by  the  average  percentage 
of  27,98^  to  result  in  a  net  book  value  of  $39,000.00  which  has 
then  to  be  added  to  give  a  net  book  value  of  $1,289,000.00 
approximately  and  than  a  further  adjustment  is  made  with  respect 
to  the  obsolescence  which  might  be  deemed  to  bo  associated  with 
the  Seaboard  plant.  The  Seaboard  plant  of  course  has  already 
been  depreciated  for  wear  and  tear  with  the  scrubbing  plant  of 
which  it  comprises  a  part.  The  relevant  percentage  being 
20.09808  and  the  question  now  arises  as  to  what  further  depre¬ 
ciation  should  be  applied  to  the  Seaboard  to  take  into  account 
the  past  additional  functional  depreciation  which  was  suggested 
in  evidence.  The  statement  therefore  represents  further 
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deductions  from  Seaboard^s  valuation  for  obsolescence  in  excess 
of  depreciation  already  allowed  in  W.H.  5.  The  total  depre¬ 
ciation  and  obsolescence  taken  together  appear  in  Exhibit  120 
and  worked  out  if  you  care  to  check  it  at  55.8^.  There  has  al¬ 
ready  been  deducted  depreciation  in  ¥.H.  5  against  the  whole 
scrubbing  plant  and  this  figure  should  now  read  20*lfo  so  that 
it  might  be  argued  that  there  is  a  further  to  be  deducted 

in  respect  to  that  part  of  depreciation  which  is  not  recognized 
within  the  confines  of  ?7ear  and  tear  and  action  of  elements.  If 
you  apply  that  additional  35.7^  to  the  amount  involved 
|466,951,00  .  you  arrive  at  a  further  deduction  of  $166,702.00 
which  brings  the  net  value  down  to  $1,700,000.00  approximately. 
MR.  STEER:  You  say  you  have  mode  some  changes  in  that 

statement  ? 

If  you  received  them  through  the  mail  the  figuras35,7  and  20.1 
are  Just  transposed,  that  is  all, 

MR,  HARVIE:  But  in  the  figure  $166,702.00  that  is  on 

the  basis  of  35.7  ? 

Yes  sir. 

MR.  BLANCHARD:  And  the  bottom  20.1  should  be  36.7  ? 

Yes.  And  now  that  we  are  dealing  with  the  Seaboard  it  might 

4 

be  appropriate  to  introduce  supplement  statement  ¥.H.2*-B  which 
deals  with  the  Seaboard.  You  will  recall  that  under  cross- 
examination  by  Mr.  Blanchard  of  Mr.  St evens-Ouille ,  ha  estimated 
that  the  additional  cost  of  continuing  to  operate  the  Seaboard 
as  opposed  to  a  straight  Girbotol  operation  was  on  the  order  of 

seven  to  eight  thousand  dollars  per  annum.  I  rounded  that  out 

•  # 

to  $7500.00  and  again  an  assumption  as  to  service  life  of  26 
years,  and  I  assumed  an  interest  rate  of  &^o  and  on  the  basis 


.  •: ;; ..  rtv  i.  i  ^ 


r  ■,  :■'■<  ■"  •■ 


^  '^''0  :ioj 


^  /■  t  .  *,  I  \J  ''i‘  .  •  * 

;  .L.* '.  .A..’  ■  -  •  '■  • 


jjf! 


v:) 


’  ’  r 


:  i  .L  . 


+  .  t  :fi 


( 


-t- 

-  J 


:  .1 


J- 


T 


mm 


R.  W.  Hamilton, 

Dir. Exam,  by  Mr.  Blanchard. 

-  3625  - 


0, 


A 


of  those  three  assumptions  it  might  be  argued  that  the  Seaboard 
plant  should  be  further  reduced  by  $76,740.00  which  represents 
the  present  value  of  an  annuity  of  $7500,00  per  annum  for  25 
years  discounted  at  8^,  The  lower  the  rate  of  interest 
assumed  of  course  the  higher  that  deduction  becomes,  and  the  ' 
higher  the  rate  of  return  assumed  the  less  important  the  differ¬ 
ence  becomes. 

Now  in  Statement  TO  6  we  find  still  another 
rate  base  determination, 

MR.  BLANCHARD:  May  I  ask  you  a  question  Mr.  Hamilton.  Is 

that  suggested  figure  of  |7G, 740,00  capitalized  annually,  the 
additional  cost  of  operating  the  Seaboard,  Is  that  carried 
forward  into  all  of  your  suggested  bases  of  rate  base  ? 

I  will  deal  with  that  sir  in  the  summary  of  the  various  rate 
bases  proposed.  It  is  not  inherent  in  this  adjustment  of  $166,000 
in  TO  5-A.  It  is  not  in  that. 

It  is  not  in  that  ? 

No  sir. 


(  Go  to  Page  3626  ) 
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I  mentioned  a  few  minutes  ago  that  in  taking  the  historical 
costs  in  previous  statements  we  took  only  the  cost  as  it 
appeared  in  the  books,  yet  ,  I  consider  that  we  must  recognize 
that  there  are  elements  of  cost  which  do  not  appear  in  the 
historical  costs  and  capitalized  in  the  book  and  this  state¬ 
ment  VVH  6  is  an  attempt  to  give  recognition  to  those  elements 
of  costs  which  although  they  were  elements  of  costs  do  not 
so  appear  to  be  in  the  books  of  the  company.  In  particular, 
the  amount  of  |1, 930, 000  historical  casts,  that  is  one  that 
we  have  been  dealing  with,  there  is  added  $14,  000-odd  for 
what  I  call  M.S.A.  charges  to  the  scrubbing  plant  and  |34,000 
for  tjranspor tat  ion  and  constinction  equipment  charges  which 
were  not  capitalized  by  the  company  so  far  as  we  were  able 
to  determine  but  were  expensed  and  $178,153.99  representing 
general  overhead  on  the  order  suggested  by  Mr.  Hill,  making 
a  total  adjust  id  historical  cost  of  |2, 158,000  approximately. 

I  want  to  make  this  quite  clear,  that  the  amount  which  appears 
in  the  books  of  the  Royalite  Oil  Company  as  the  historical 
cost  of  these  assets  from  ..the  submission  v\?£s'  $1,900,000  but 
that  it  might  be  suggested  that  these  additional  amounts 
might  have  been  actually  spent  by  the  Royalite  Oil  Company 
but  they  were  not  included  in  the  plant  costs  in  such  records. 
NOW  then  when  you  take  this  adjusted  historical  cost  of 
$2,157,000  and  reduce  it  by  depreciation  the  question  arises 
whether  or  not  salvage  should  bo  taken  into  account.  At  the 
time  that  we  ware  making  those  submissions  we  allowed  for 
assumed  salvage  percentages  of  5  per  cent  on  gathering  lines, 
compressor  systems  and  the  scrubbing  plant  and  10  per  cent 
for  the  steam  plant,  electric  plant  and  water  station.  The 
allowance  of  this  salvage  value  reduced  the  mount  of  the 
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cost  which  is  subject  to  depreciation  and  therefore  increases 
the  net  value  as  at  the  date  of  the  base  determination  and 
not  the  reverse  as  one  might  think:  at  first  glance.  Specif¬ 
ically  with  regard  to  the  gathering  lines  the  total  adjusted 
cost  of  $624,348  with  the  5  per  cent  salvage  allowance  would 
leave  around  $593,000  which  is  subject  to  depreciation.  To 
that  there,  has  been  applied  a  rafe  of  36.24  approximately 
which  is  the  same  percentage  as  arose  in  co  nne  ction  v;i  t  h  the 
previous  statement  and  arises  from  the  throughput  formula 
resulting  in  a  depreciation  of  $214,000  and  a  net  value  of 

$409,000.  Over-all  you  get  a  net  value  on  this  basis  of 

\ 

adjusted  historical  costs  less  revised  accrued  depreciation 

r 

Of  one  million  six,  approximately  as  compared  with  one 
million  four,  if  you  take  the  historical  cost  less  accrued 
depreciation  without  regard  to  salvage. 

MR.  STEER:  I  wonder  if  you  would  tell  us  where  you 

get  the  36,24352. 

A  The  36,24352  to  which  Mr.  Steer  refers,  I  take  it  he  is 

reading  from,  the  top  line  of  statement  WH  6  and  is  the  per¬ 
centage  of  depreciable  cost  to  be  allowed  on  the  depreciation 
of  gathering  lines. 

Q,  And  where  do  you  get  that  figure? 

A  That  figure  is  taken  from  WH  4,  line  1.  '  '  It  is  the  same 

percentage.  V®  4,  the  first  line,  gives  the  gathering  lines 
and  exactly  the  same  percentage,  that  is  where  it  came  from. 

0,  And  where  do  you  get  it  so  as  to  carry  it  into  VvH  4?  Has 
it  any  relation  to  WH  11? 

A  Yes  sir.  But  if  you  will  recall  on  ^\IE  11  you  have  a  series 
of  percentages  which  represent  the  depreciation  percentage 
applicable  to  each  year’s  additions.  Then  there  is  the 
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working  papers  showing  the  gathering  lines  by  years  of 

acquisition  with  the  proper  percentage  applied  against  them 

* 

and  it  works  out  to  an  average  percentage  of  36.24352.  That 
information  is  available  if  you  wish  it.  But  36.24  is  the 
average  percentage  applicable  to  gathering  lines  or  to  express 
it  in  another  way  you  might  say  the  average  age  of  the  gather¬ 
ing  lines  indicate  an  origin  cjf  January  1937. 

q  MR.  BLANCHARD:  And  is  based  on  VvH  11. 

A  -  It  is  based  on  that  principally  sir.  The  working  papers 

are  aval  la  ole.  Now  if  the  salvage  values  are  to  be  ignored, 
the  computation  contained  in  VvH  5  -  pardon  me ,  WH  6  and  again 
in  \'fE  7  to  which  we  have  not  yet  referred,  will  be  varied  to 
the  extent  of  about  33  or  34  thousand  dollars  as  set  out  in 
the  supplement  WH  6a  which  deals  solely  with  the  adjustments 
necessary  if  salvage  values  are  to  be  ignored.  These  are 
approximations,  i  have  not  worked  than  out  to  any  refined 
degree . 

Q  THE  CHAIRMAN:  That  figure  would  be  added  to  your  one 

million  six? 

A  It  will  come  off  the  one  million  six.  It  is  just  the  opposite 
to  what  you  would  expect.  Specifically  in  conne  cti  on  wi  th 
gathering  lines,  you  will  observe  on  WH  6  that  the  total 
adjusted  cost  amounts  to  4>624,348.4i  on  which  the  salvage 
estimate  of,  5  per  cent  would  amount  to  |31,217.  Now  when 
you  allovv’  for  salvage  in  calculated  depreciation,  what  in 
effect  you  do  is  to  chop  off  5  per  cent  of  the  original  value 
end  say  that  does  not  depreciate.  It  stays  there  in  tact 
until  the  maturity  of  the  investment,  whereupon  that  amount 
is  expected  to  be  realized.  If  therefore  salvage  values  are 
to  be  ignored,  then  the  whole  original  investment  is  to  be 
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depreciated  and  subsequently  there  is  a  further  sum  in 
connection  v\/ith  gathering  lines  of  ^31,217  to  be  depreciated 
end  if  you  apply  a  rate  of  approximately  36^  would 
in  fact  increase  the  depreciation  $11,238.  Dealing 
simi  lar  ly  wi  th  other  assets  you  arrive  at  a  further  amount 
of  $33,800  approximately  of  depreciation  which  is  still 
to  be  provided  and  which  therefore  comes  off  the  net  value. 

Statement  WH  7  represents  a  very  slight 
variation  of  VvH  6  to  represent  more  of  a  concession  to  a 
principle  to  which  I  feel  the  Board  may  wish  to  give  some 
consideration.  The  change  has  to  do  with  certain  types  of 
assets  which  are  separable  from  the  main  project  and  which 
have  a  demionst rable  market  value.  vYith  regard  to  assets  of 
that  kind  it  appeared  to  us  right  and  proper  that  appraisal 
values  should  govern,  for  the  reason  that  Royelite  could 
have  withheld  those  assets  from  the  transfer  which  it  made 
to  its  subsidiary  the  Madison  and  could  have  told  Madison 
"All  right,  you  g3  out  and  buy  such  assets,"  in  which  case 
the  cost  would  have  been  approximately  what  Mr.  Hill  suggests. 
Therefore  state  ns  nt  VVH  7  is  identical  with  VVH  6  with  respect 
to  gathering  lines,  the  compression  system,  scrubbing  plant 
and  steam  plant  and  electric  plant  and  water  station  but 
differs  with  respect  to  such  items  as  field,  office  equip¬ 
ment  and  furniture,  transportation  and  fiL’e  equipment  al¬ 
together  in  an  amount  of  $24,000  gross,  which  results  in  a 
net  book  value  of  a  very  few  thousand  dollars  more  than  that 
reflected  in  WH  6.  VVH  7  gives  $1,607,000  as  compared  with 
$1,603,000  approximately  in  VVH  6.  If  salvage  values  are  to 
be  ignored  for  depreciation  purposes  then  the  seme  adjustment 
of  $33,800  is  required  to  be  made. 
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Now,  sir,  if  we  might  come  to  the 
supplemental  statement  Vi/H  la  we  have  brought  together  here 
all  the  various  rate  base  determinations  we  have  been  dis¬ 
cussing  and  some  others  which  reoresent  slight  adjustments 
thereof.  The  first  4  have  a  starting  point  in  reproduction 
cost  new.  The  next  2  are  based  on  historical  costs  and  the 
last  4  on  adjusted  historical  costs.  The  first  under 
reproduction  cost  new  is  that  dealing  with  Mr.  Hill’s  ob¬ 
served  depreciation  method  and  varied  by  Exhibit  60  and 
Exhibit  120  and  results  in  a  net  rate  base  of  |2, 032, 440. 

I  should  interject  here. that  these  are  exclusive  of  going 
values,  advance  Girbotol  royalty  and  working  capital  as 
indicated  in  the  heading.  Now  if  you  apply  the  adjustment 
of  $26,000  contained  in  Exhibit  2(B)  to  be  referable  to  the 
excess  cost  of  operating  the  Seaboard  you  will  reduce  the 

valuation  to  $1,955,700.  Both  of  those  are  based  mainly 

» 

on  observed  depreciation.  Then  if  we  take  reproduction  costs 
new  and  deduct  accrued  depreciation  on  throughput  and  other 
formulae  and  taking  into  account  obsolescence  on  the  Sea¬ 
board,  the  value  drops  to  $1,700,000  approximately.  Then 
if  you  further  reduce  that  by  the  $76,000  for  excess  future 
operating  costs  of  the  Seaboard  you  are  down  to  $1,623,542, 

If  you  switch  over  now  from  reproduction  cost  new  as  a 
starting  point  to  historical  cost  and  deduct  from  that  total 
the  depreciation  sustained  on  the  books  of  the  company  the 
net  book  value  is  $789,649.  If  you  discard  the  book  deprec¬ 
iation  and  take  the  sane  historical  cost  and  recompute  the 
depreciation  on  revised  formula,  the  resulting  net  value  is 
one  million  four.  If  you  give  recognition  now  to  the  ex¬ 
clusion  of  certain  costs  which  might  have  been  capitalized 
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but  that  wer?  not  and  then  add  them  back;  into  the  historical 
cost  and  apply  against  that  the  adjusted  historical  cost 
on  the  revised  depreciation  you  get  $1,603,000  ^ proximat ely . 
That  was  on  the  basis  of  assuming  certain  salvage  values. 

If  you  disregard  salvage  values,  the  net  value  drops  again 
by  |33,800  to  $1,569,000  and  then  if  you  substitute  for 
historical  cost  less  accrued  depreciation  for  certain  minor 
things  such  as  trucks  and  those  minor  items  that  we  have 
been  discussing,  we  get  $1,607,000.  If  we  taka  into  account 
depreciation  and  selvage  on  the  remaining  assets  or  if  you 
ignore  saivag3,  you  get  $1,573,000. 

0,  !.IR.  BLANCHARD:  I  believe  you  have  prepared  a  memorandum 

for  the  Board  in  w  hich  you  indicate  your  opinion  as  to  which 
of  these  r"  te  bases  is  most  fair  to  the  companies  concerned 
and  to  the  consumer.  Vtfould  you  read  that? 
im,  CHAIiBERS:  I  would  like  to  take  formal  objection 

to  this  evidence.  I  think  that  is  a  matter  for  the  Board 
and  not  for  a  chartered  accountant. 

THE  CHAIRD.AAH;  But  we  will  be  glad  to  have  his  opinion, 

MR.  BLANCHARD;  I  would  not  like  to  split  this  up  and 

it  is  now  nearly  one  o’clock. 

MR.  CHMBSRS;  Yes,  and  we  would  like  to  have  an  oppor¬ 

tunity  of  seeing  that  because  wo  will  probably  have  to  deal 
with  it  tomorrow. 

MR.  BLANCHARD:  Yos  ,  copies  have  not  gone  out  yet. 

A  NO  sir. 

MR.  BLANCHARD:  Then  we  will  distribute  them. 

(At  this  stage  the  Hearing  was  adjourned  until  9.30  A.M. 

10th  October,  1945.) 
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